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EXPLANATORY NOTE

This Annual Report on Form 10-K restates our unaudited condensed consolidated financial statements for the fiscal
quarters ended March 31, June 30, and September 30, 2007, as discussed in Note 13 to our consolidated financial
statements contained in this Annual Report on Form 10-K. The restatement relates to our accounting treatment of
the $20.0 million patent litigation settlement we entered into with Dealix Corporation (“Dealix”) relating to a patent
infringement lawsuit. Qur previously issued financial statements for each of these periods should not be relied upon.

Our previously issued financial statements for the quarters ended March 31, June 30 and September 30, 2007 have
been restated in this Annual Report on Form 10-K to cotrect errors relating to (i) the timing of recognition,
(ii) classification of amounts and components recorded, and (iii) incomplete liquidity disclosure.

Specifically, the restatement involves three issues:
1. A receivable was recognized for which there was no reasonable assurance of collectability;
2. Deferred liability was recognized for future performance, for which there was none; and

Liquidity — prior disclosures described the receivable as a future source of liquidity, when there was no
reasonable assurance of collectability

Appropriate accounting treatment or liquidity disclosure for the Dealix patent litigation settlement is
summarized as follows:

1.  Because the collectability of the remaining $8.0 million of the settlement amount that, as of
December 31, 2007, was scheduled to be paid in three equal annual installments through 2010 cannot
reasonably be assured, we will not record a receivable for this amount.

2. No portion of the initial $12.0 million settlement proceeds received on March 13, 2007 should be
deferred but rather the entire amount should be recognized immediately in the consolidated statement of
operations.

3. We have been unable to assess with reasonable assurance the collectability of the remaining payments
under the settlement agreement as we do not have financial information to support the credit worthiness
of the debtor or guarantor. Therefore, we do not have reasonable assurance that we will receive any
remaining payments on their respective due dates or at all. In addition, prospectively, financial statement
recognition of such remaining payments will only occur when either we can determine reasonable
assurance of collectability or when proceeds are actually received. As of December 31, 2007, $8.0
mitlion in settlement payments remained to be paid under the settlement agreement, However, we
received our first annual payment under the settlement agreement in March 2008. Accordingly, as of the
date of this Annual Report on Form 10-K, approximately $5.3 million remains to be paid under the
settlement agreement.
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PART 1

Item 1. Business

The Securities and Exchange Commission (“SEC”} encourages companies to disclose forward-looking
information so that investors can better understand a company’s future prospects and make informed investment
decisions, This Annual Report and our proxy statement, parts of which are incorporated herein by reference, contain
such forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. Words
such as “anticipate,” “estimate, G
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expects,” “*projects,” “intends,” “plans,” “believes” and words of similar substance
used in connection with any discussion of future operations or financial performance identify forward-looking
statements. In particular, statements regarding expectations and opportunities, new product expectations and
capabilities, and our outlook regarding our performance and growth are forward-looking statements. This Annual
Report also contains statements regarding plans, goals and objectives. There is no assurance that we will be able to
carry out such plans or achieve such goals and objectives or that we will be able to successfully do so on a profitable
basis. These forward-looking statements are just predictions and involve risks and uncertainties such that actual
results may differ materially from these statetnents. Important factors that could cause actual results to differ
materially from those reflected in forward-looking statements made in this Annual Report are set forth under

“Item 1A. Risk Factors.” Investors are urged not to place undue reliance on forward-looking statements, which
speak only as of the date hereof. We are under no obligation, and expressly disclaim any obligation, to update or
alter any forward-looking statements, whether as a result of new information, future events or otherwise. All
forward-looking statements contained herein are qualified in their entirety by the foregoing cautionary statements.
Unless specified otherwise, as used herein, the terms “we,” “us™ or “our” refer to Autobytel Inc. and its subsidiaries.

Overview

We are an automotive media and marketing services company focused on helping dealers sell cars and
services, and manufacturers build brands through efficient marketing and advertising primarily through the Internet.
We own and operate automotive Web sites, including MyRide.com ~, Autobytel.com , Autoweb.com', Car.com
CarSmart.com , AutoSite.com” and CarTV.com'. We arc a large automotive shopping content network and reach
millions of Internet visitars as they shop for vehicles and make their vehicle buying decisions.

In 2006, we began to implement a series of strategic initiatives, including programs to transition our business
toward a more media-centric advertising-driven business model, increasing the focus on providing best-of-class
marketing and media services for our dealer and manufacturer customers, and better capturing integration
opportunities between our businesses. Toward that end, in QOctober 2007, we launched our next generation consumer
Web site, MyRide.com. We believe MyRide.com is the first fully-integrated automotive vertical search web
experience that is designed to provide consumers with a single comprehensive gateway to broad and relevant
automotive information available on the Internet oriented toward the entire consumer automotive lifecycle—from
finding and purchasing a new or used vehicle, enhancing a vehicle with parts and accessories, finding local in-
market vehicle services, and accessing extensive multimedia and user-generated automotive content. MyRide.com
has one of the Internet’s most comprehensive used vehicle products, utilizing search-based technology to
incorporate listings of millions of vehicles.

We provide tools and programs to autometive dealers and manufacturers to help them generate sales, enhance
customer loyalty and reduce customer acquisition costs. We connect automotive marketers with the millions of
vehicle shoppers visiting our branded Web sites (MyRide.com, Autobytel.com, Autoweb.com, Car.com,
CarSmart.com, AutoSite.com and CarTV .com) and third party Web sites (primarily search engines, automotive
information providers and other auto related venues) each month. We provide dynamic marketing and advertising
programs that allow manufacturers and other automotive vendors to interact with Internet vehicle shoppers as they
shop for vehicles and make their vehicle buying decisions. Our intent is to gamer an increasing share of the
approximately $31 billion spent annually by dealers, dealer associations, aftermarket automotive suppliers and
manufacturers on marketing and advertising services.

Dealers participate in our branded automotive lead generation networks by entering into contracts with us
directly or through a major dealer group or an automotive manufacturer or its automotive buying service affiliate. In
turn, we direct consumers 1o dealers in their local area based on the consumers’ vehicle preference. We expect our
dealers to promptly provide consumers a haggle-free, competitive offer within 24 hours of being contacted by the
consumer. We recommend that each dealer have at least one employee whose principal responsibility is supervising




the dealer’s Internet business, similar to the way in which most dealers have a new vehicle sales manager, a used
vehicle sales manager and a service and parts department manager who are each responsible for those respective
dealership functions. We believe that dealers who immediately respond to consumer inquiries, have readily available
inventory and provide up-front competitive pricing benefit the most from our marketing services. We form our
dealer relationships after analysis of automotive sales, historic lead activity and demographic data in each region.
We seek to maintain in our dealer networks the highest quality dealers within defined territories and may terminate
dealers that do not comply with the standards we set.

Consumers come to our Web sites to research, compare and configure vehicles and to request a price quote on
a vehicle from one of our network dealers. Once they are ready to buy a vehicle, consumers can submit a purchase
request through any of our automotive Web sites and thereby connect to one or more of our participating dealers.
Consumers can also shop for used vehicles at our branded Web sites by searching for a used vehicle according to the
price, make, model, color, year and location of the vehicle. Consumers can submit credit questionnaires on our
Car.com automotive Web site to be connected to a participating dealer or an automotive finance institution, The
finance leads provide dealers with another direct channel of consumers, many of whom may not be able to secure
loans from conventional lending sources,

We are a Delaware corporation. Qur principal corporate offices are located in Irvine, California. Qur common
stock is listed on The NASDAQ Global Market under the symbol ABTL. Our corporate Web site is located at
www.autobytel.com. Information on our Web site is not incorporated by reference in this Annual Report. At or
through the Investor Relations section of our Web site we make available free of charge our annual reports on Form
10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to these reports as soon as
practicable after such material is electronically filed with or furnished to the SEC. Our Code of Conduct and Ethics
for Employees, Officers and Directors is available at the Corporate Governance link of the Investor Relations
‘Section of our Web site.

Significant Business Developments

As described above, in 2006 we began to implement a series of strategic initiatives. As part of these initiatives,
we launched the MyRide.com Web site in October 2007.

In 2006, we began to explore strategic alternatives for our Retention Performance Marketing° (“RPM' ™)
business and our Automotive Information Center (“AIC™) data business. In February 2007, we announced that we
sold the AIC data business to R. L. Polk & Co. and in July 2007, we announced that we sold the RPM business to
Call Command, Inc. In 2007, we began to explore strategic alternatives for the customer relationship management
(CRM) business of AVV, Inc. (“AVV"} that includes lead management software applications. In January 2008, we
announced that we sold such business to Dominion Enterprises for approximately $22.75 million in cash, plus a
working capital payment of approximately $1.1 million, which remains subject to adjustment. The parties agreed to
a $1.9 million escrow in connection with the transaction.

Industry Background

Online Commerce Opportunities. Consumers have rapidly adopted the Internet as part of their car shopping
and purchasing process and are expected to continue to do so in the future, According to Jupitermedia Corporation,
the percentage of consumers who use the Internet to contact dealers for additional information about cars that results
in a car sale is expected to increase by approximately 51% from 2007 to 2012. Additionally, according to J.D. Power
and Associates, in 2007 nearly 90% of new car buyers used a search engine during the car shopping process.

The Automotive Vehicle Market. Automotive dealers operate in local markets and face significant state
regulations and increasing business pressures. These fragmented markets are characterized by:

. competitive sales within regional markets,
. increasing advertising and marketing costs that continue to reduce dealer profits, and
. large investments by deaters in inventory, real estate, construction, personnel and other

overhead expenses.

The ongoing rapid adoption of the Internet by consumers during their vehicle purchasing process has resulted,
in part, from the fact that consumers have traditionally entered into the highly negotiated sales process with



relatively little information regarding manufacturer’s costs, leasing costs, financing costs, relative specifications and
other important information. In addition, the ongoing growth of new vehicle sales generated online is, in part, an
outgrowth of the high pressure sales tactics consumers associatc with the traditional vehicle buying experience.
Buying a vehicle is considered to be one of the most significant purchases a United States consumer makes.

The Autohytel Solution

We believe that our marketing services improve the vehicle purchasing process for dealers, automotive
manufacturers and consumers. The Internet’s wide reach to consumers allows us to leverage our investment in
branding and marketing across a very large audience to create qualified purchase requests for vehicles. For these
reasons, we believe that the Internet represents the most efficient method of directing purchase requests to dealers.
We believe our services enable dealers to reach consumers from an attractive demographic base, reduce marketing
costs, increase consumer satisfaction and increase vehicle sales and car sale margins. We offer automotive
manufacturers qualified car buyers to target during the consumer’s research and consideration phase. We offer
consumers Web sites with quality automotive information, tools to configure and compare this information, and a
convenient and efficient car purchasing process.

We believe that the benefits for dealers, automotive manufacturers and consumers described below will be
enhanced as more consumers adopt and begin to use the MyRide.com Web site.

Benefits to Dealers. We believe our services benefit dealers by reducing the dealers’ incremental marketing
costs and increasing sales volume. We believe dealers’ personne! productivity could increase as a result of our
services because we provide dealers access to potential purchasers who may be ready to buy or lease a vehicle. Asa
result, reaching these consumers and selling or leasing them vehicles costs the dealer little or no additional overhead
expense, other than the fees paid to us and the personnel costs of a dedicated manager. We believe franchised new
car retail dealers spend considerably less in marketing costs on each vehicle sold by using our new car marketing
services than through traditional forms of marketing.

We direct consumers to dealers in their local area based on the consumers’ vehicle preference. We believe this
provides dealers access to a large number of well informed, ready-to-buy consumers, which allows dealers to
compete more effectively.

A majority of all dealers that participated in the Autobytel or CarSmart® network were assigned an exclusive
geographic territory in such network based upon a specific vehicle make. In 2006, we began signing dealers to the
Autobytel and CarSmart networks on a non-exclusive territorial basis. [n 2007, we began to migrate our CarSmart
dealers to Autobytel or Autoweb dealers and to remove geographic exclusivity from existing exclusive dealers.
Autoweb retail dealers are not assigned exclusive territories to participate in the Autoweb network. Generally,
Car.com retail dealers are not assigned exclusive territories to participate in the Car.com network. In 2007, we
migrated our Car.com and Carsmart dealers to Autobytel or Autoweb dealers. In 2008, we plan to migrate Autoweb
dealers to Autobytel with the goal of consolidating all of our dealers under one corporate brand, Autobytel Inc., with
no geographic exclusivity.

Benefits to Manufacturers. Manufacturers can influence car buyers’ decisions by targeting them during their
research, consideration and decision process, in particular, by using our dynamic marketing programs. In addition,
manufacturers can obtain purchase requests from us.

Benefits to Consumers. Because our Web sites are continually updated and provide a large quantity of quality
information, and because consumers have shown a preference for third-party Web sites and a preference for using
the Internet during their car shopping experience, we believe our Web sites offer an efficient medium for consumers
to learn about and shop for vehicles. Qur Web sites provide consumers free of charge, up-to-date specifications and
pricing information on vehicles and ready-to-print vehicle information summaries of each new make and mode! on
the market. We also provide informative vehicle video reviews. In addition, our consumers gain easy access to
valuable automotive information, such as dealer invoice pricing and tools consisting of a loan calculator to
determine monthly payments, and helpful information to make a lease or buy decision. Our database of articles
allows consumers to perform online library research by accessing documents, such as consumer and professional
reviews. Various automotive information service providers, such as Kelley Blue Book, are also available on our
Web sites to assist consumers with specific vehicle and related automotive decisions. Armed with such information,
the consumer should be more confident and capable of making an informed and intelligent vehicle buying decision.




We believe we offer consumers a significantly different vehicle purchasing experience from that of traditional
methods. Consumers using our Web sites are able to shop for a vehicle and make decisions from the convenience of
their own home or office. We expect dealers to provide consumers a haggle-free price quote within 24 hours after
being contacted by the consumer and a high level of customer service.

Strategy

We intend to garner an increasing share of the approximately $31 billion spent annually by dealers, dealer
associations, aftermarket automotive suppliers and manufacturers on marketing and advertising services. We intend
to achieve this objective through the following principal strategies:

Develop a Media-Centric Business Model. We believe that one of the key strengths of the Internet is its
efficiency in delivering information to consumers. We further believe that those who can deliver information to
consumers in the most effective and organized manner that addresses the consumer automotive lifecycle, which we
define as purchase, ownership, enhancement and enthusiasm, will be able to enhance their business. MyRide.com is
designed as the next generation automotive consumer experience to meet these objectives and to provide consumers
with a fully integrated automeotive vertical search experience. MyRide.com is designed to provide a single
comprchensive gateway to broad and relevant proprietary, licensed and Internet information related to the
automotive lifecycle — from finding and purchasing a new or used vehicle, enhancing a vehicle with parts and
accessories, finding local in-market vehicle services, and accessing extensive multimedia and user-generated
automotive content. We expect that the MyRide.com product will enable us to attract and serve consumers
throughout the automotive lifecycle and monetize their behavior by providing dealers, dealer associations,
manufacturers and service and parts providers with marketing and advertising opportunities in each part of the
automotive lifecycle.

Increase the Quality and Quantity of Purchase Requests that Can Be Monetized. We believe that increasing
the quality and quantity of purchase requests that can be monetized is crucial to the long-term growth and success of
our business. As part of our strategy to improve the quality of purchase requests, we continue to expand the breadth
and depth of informatton and services available through our Web sites so that well-informed, ready-to-buy
consumers can be directed to participating dealers. We are also investing in new initiatives to help drive an
increasing number of qualified buyers to dealerships. By augmenting the volume of quality purchase requests, we
are attempting to attract additional dealers to our networks, increase services provided to dealers, and solidify our
relationships with existing dealers. Qur strategy for increasing traffic to our Web sites and the number of purchase
requests that can be monetized includes MyRide.com, forming and maintaining online sponsorships and alliances
with Internet portals and search sites and with Internet automotive information providers and applying technologies
to help optimize the placement of purchase requests,

Increase the Number of Profitable Relationships with Retail Dealers Using Our Marketing Services. Since our
inception we have invested heavily to build our dealer networks. We consider our dealer networks to be significant
strategic assets where new services and products can be deployed. We believe that strengthening the size and quality
of our retail dealer networks is important to the success and growth of our business. Our strategy is to increase the
size of our retail dealer networks by attracting new dealers and strengthening relationships with existing dealers by:

. increasing the monetizable volume and quality of purchase requests for new and used vehicles,
. consolidating all of our dealers under the Autobytel Inc. corporate brand on a geographic non-exclusive:
basis,

. providing new and enhanced marketing, advertising and media services and support that help dealers
more effectively utilize the Intemet to sell vehicles and services, and

. maintaining our training and support programs to participating dealers.

Increase Enterprise Sales to Major Dealer Groups and Automotive Manufacturers. We believe that
strengthening the size and quality of our relationships with major dealer groups and automotive manufacturers is
important to the success and growth of our business. Qur strategy is to provide major dealer groups, such as
AutoNation, and automotive manufacturers, such as General Motors and Ford, with access to a large number of
purchase-minded consumers. We have existing relationships with most automotive manufacturers and have an
opportunity to expand these relationships into our other marketing services.




Strengthen the Advertising Component of our Business Model. Our advertising sales effort is primarily
targeted to vehicle manufacturers and automotive-related mass market consumer vendors. Using the targeted nature-
of Internet advertising, manufacturers can advertise their brands effectively to specific subsets of our consumers.
Vehicle manufacturers can target advertisements to consumers who are rescarching vehicles, thereby increasing the
likelihood of influencing their purchase decisions. We provide dynamic marketing programs that allow
manufacturers to interact with Internet car shoppers as they make their car buying decisions. With MyRide.com, we
offer our advertising customers enhanced marketing and media services, and a series of advertising opportunities for
local dealers, dealer groups and other local automotive-related vendors. In addition, we recently launched the
AutoReach™ Ad Network, an automotive ad network of third party web publishers. The network offers on-target
high-value advertising and monetization opportunities for web publishers while providing additional ad inventory to
automotive advertisers for targeting in-market consumers. We also recently launched our Local Connect™ program
for dealers. The program offers dealers the timeliness of newspaper classifieds combined with the content and
targeting specificity of the Internet. The program automatically generates relevant local dealer advertising to
consumers who are researching a dealer’s specific vehicle brand. '

Enter into Acquisitions and Strategic Alliances. We intend to grow and advance our business and may do so,
in part, through acquisitions-and strategic alliances. We will continue to review strategic acquisitions and partnership
opportunities. We believe that acquisitions and strategic alliances can allow us to increase market share, benefit
from advancements in technology and strengthen our business operations by enhancing our offering of products and
services. We may acquire businesses that increase our market share in the lead referral and other automotive
marketing services businesses. In addition, to compiement our core business and extend our product solutions, we
may also acquire businesses primarily focused on automotive related Web sites, content and/or technologies.

Invest in Other Core Product Initiatives Designed to Improve Lead Quality and Dealer Margins. We believe
that expanding our products and services offered to both manufacturers and dealers is critical to establishing
ourselves as the premier provider of online automotive marketing services. In 2006, we launched our new Rapid
Response program, the first initiative of our “Keep in Touch” (KIT) services designed to make it easier for member
dealers to manage and communicate with their online customer leads. Rapid Response automatically places phone
calls to member dealers, immediately notifying them—generally within seconds—each time a customer requests a
price q_uoie from their dealership during normal business hours. This service generated significant improvements to
customer response rates and sales among dealers who participated in the program’s beta testing. Participating
dealers receive an online report that provides detailed reporting on their call activity, including all incoming
numbers, which numbers they actually tried to connect with, and cal! results and duration. In 2007, we launched an
Email Manager program, the second phase of KIT. The program is designed to automate long-term dealership
follow up for consumer leads generated through our online Web services. When a customer submits an online
request to purchase a vehicle at a member dealership, the program allows us to automatically follow up with a series
of up to five fully customized, dealership-exclusive branded emails broadcast periodically over a 90-day period. We
regularly refine our multi-level program to further qualify consumers we send to the dealers using our services. The
Autobytel Quality Verification System™ uses filters and validation processes to identify consumers with strong
purchase intent and is designed to improve purchase request quality. High quality purchase requests are those that
result in high closing ratios. Closing ratio is the ratio of the number of vehicles purchased at a dealer generated from
purchase requests to the total number of purchase requests sent to that dealer. We also developed a customized
program for training dealers. The program teaches dealers to incorporate Internet sales, marketing, management and
customer service techniques throughout the dealership. The program is designed to help the overall organization to
sell more effectively to automotive consumers.

Continue to Build Brand Equity. In the future we intend to focus the majority of our consumer branding
efforts on MyRide.com. While we intend to maintain our network of branded Web sites for the foreseeable future,
and users will have access to much of MyRide.com’s functionality on those branded Web sites, our long term goal is
to make the MyRide.com property our flagship consumer property. As part of our branding, we plan to reposition
the Autobytel.com brand as an industry-focused brand geared towards dealers and manufacturers, and will invest in
building more awareness and equity for the brand among those groups. In the future, we intend to market and invest
primarily in creating brand equity, awareness and recognition for MyRide.com with consumers through a variety of
media with a focus on Internet-based marketing. In addition, we also may advertise through traditional media, such
as television, radio and print publigatibns.




Provide the Highest Quality Consumer Experience On Qur Web Sites. We believe that consumer satisfaction
and loyalty is heavily influenced by the consumer’s experience with our Web sites and with our dealers. In order to
enhance our appeal to consumers, we intend to continue developing our Web sites by enhancing vehicle information
usability and personalization. We also plan to continue compiling high quality content from third-party sources on
our Web sites. We believe that consumer satisfaction with the vehicle purchasing experience is also essential to our
success and the differentiation of our services from those of our competitors. We intend to continue to invest in our
retail dealer training and support services to provide a consistent, high-quality alternative to the traditional vehicle
buying process. We actively monitor participating retail dealers through ongoing consumer surveys and research
conducted by our internal dealer support group. Retail dealers that fail to abide by our program guidelines or who
generate repeated consumer complaints are reviewed and, if appropriate, terminated. We expect that MyRide.com
wiil enhance the experience of our consumers and differentiate our services from those of our competitors.

Enforce and Strengthen our Intellectual Property Rights. We intend to grow and advance our business, in part,
through enforcing and strengthening our intellectual property rights, In 2004 we brought a claim for patent
infringement against Dealix Corporation (“Dealix”). We have entered into a settlement agreement with Dealix
which provides that Dealix will pay us a total of $20.0 million in settlement payments over four years, $12 million
of which has been paid in 2007. The agreement also provides for a non-exclusive license from us to Dealix and The
Cobalt Group of patents and patent applications and mutual releases of claims. In November 2007, we filed a
lawsuit in the United States District Court for the Eastern District of Texas against Insweb Corporation, Leadpoint,
Inc., Internet Brands, Inc. and Auto Internet Marketing, Inc, In the lawsuit, we asserted infringement of U.S. Patent
No. 6,282,517, entitled *Real Time Communication of Purchase Requests,” against such parties, and sought
damages and a permanent injunction. We cannot assure that our patents will be enforceable if subjected to litigation.
We regard our trademarks, service marks, brand names and patents as important to our business and intend to
protect and enforce our rights with respect to such intellectual property.

Programs, Products and Services !

New Vehicle Purchasing Service. Our new vehicle purchasing service enables consumers to shop for and
select a new vehicle through our Web sites, MyRide.com, Autobytel.com, Autoweb.com, Car.com, CarSmart.com,
AutoSite.com and CarTV.com, by providing to consumers information about vehicles and the ability to connect with
local dealers. In order to assist the consumer in shopping for a new vehicle, we provide a broad range of easy to use
research tools, including the ability to research information such as pricing, features, spec1ﬁcatlons and colors.

When consumers indicate they are ready to buy a vehicle, consumers can complete a purchase request online, which
specifies the type of vehicle and accessories the consumers desire, along with the consumers’ contact information.
We validate the consumer contact information using our proprietary Quality Verification System. We then route
such information to one or more local participating dealers, if available, that sell the type of vehicle requested. We
promptly return an e-mail message to the consumer with the dealership’s name and phone number and the name of
the dedicated manager, if any, at the dealership. We expect retail dealers to contact the consumer within 24 hours of
receiving the purchase request with a firm, haggle-free price quote for the requested vehicle. When consumers
complete their purchase, they usualiy take delivery of their vehicle at the dealership showroom. Generally, within 10
days of the submission of a consumer’s purchase request, we contact the consumer again by e-mail to conduct a
quality assurance survey that allows us to evaluate the sales process at participating retail dealers and improve the
quality of dealer service. Revenue from new car purchase requests accounted for 40%, 43%, and 48% of total
revenue in 2007, 2006, and 2005, respectively.

Dealers participate in our networks by entering into contracts with us or through major dealer groups or
automotive manufacturers or their automotive buying service affiliates with whom we have agreements. Generally,
our retail dealer contracts are terminable on 30 days’ notice by either party. The majority of our retail fees consist of
monthly subscription and transactional fees paid by dealers in our networks. We reserve the right to adjust our fees
to retail dealers upon 30 days notice at any time during the term of the contract. We do not prevent dealers from
entering into agreements with our competitors.

Used Car Program. The used car program allows consumers to search for a certified or non-certified used
vehicle according to specific search parameters, such as the price, make, model, mileage, year and location of the
vehicle. The used car program locates and displays the description, location and, if available, actual digital
photograph of vehicles that satisty the search parameters. The consumer can then submit a purchase request for a
specific vehicle and is contacted by the dealer to conclude the sale. We charge each dealer that participates in the




used car program monthly subscription or transactional fees. The used car program provides participating dealers
online purchase requests shortly afier submission by consumers, as well as the ability to track théir inventory on a
real-time basis.

Autobytel’s Premium Pre-Owned program offers dealers additional advertising opportunities which gives
dealers the ability to have more direct impact on consumers, Thumbnail photos of each vehicle listing, with multiple
photo view options, are available along with links to the dealership’s Web site and online inventory.
AutobytelConnect® is designed to help generate sales for dealers by listing a toll-free number next to each pre-
owned vehicle. This allows consumers who prefer to speak with a representative of the dealership to call the
representative directly. The “800" number can be routed to any land or mobile line, including a direct connection to
the Internet department. All call activity is automatically recorded, enabling dealers to review every call, even if the
call is busy, abandoned or after hours. '

MyRide.com has one of the Internet’s most comprehensive used vehicle products, utilizing search-based
technology to incorporate listings of millions of vehicles. We believe MyRide.com features one of the Internet’s
most advanced used car search tools, enabling MyRide.com shoppers to conduct precise searches across millions of
pre-owned vehicle listings. The program offers marketing advantages for dealers, including integrated pay-per-call
pricing for eligible dealers, dealer specific inventory display, and sophisticated ad display and placement tools.

Finance Requests. In addition to providing new and used car vehicle purchasing services, Car.com enables
consumers to submit a credit questionnaire or request for financing. The finance requests are forwarded to the
nearest participating dealer that offers financing or, if a dealer is not available, to an automotive finance institution.
This program is designed to enable consumers, who may not be able to secure loans through conventional lending
sources, to obtain financing and purchase their desired vehicle. .

1l 4

Training. We believe that dealers and their employees require specialized training to learn the skills necessary
to serve the Internet user and take full advantage of our proprietary systems. Therefore, we have developed an
extensive training program for dealers. We believe this training is critical to enhancing our brands and reputation.,
We encourage retail dealers to have their representatives trained on our system. Training is conducted at regional
training locations and at dealerships’ premises. In training our retail dealers, we de-emphasize traditional vehicle
selling techniques and emphasize our approach of immediately responding to consumer inquiries and providing up-
front competitive no-haggle pricing. Our customized program for training dealers teaches dealers to incorporate
Internet sales, marketing, management and customer service techniques throughout the dealership. The program is
designed to help the overall organization to setl more effectively to automotive consumers who have visited
the Internet. -

Advertising Services. We now have muitiple Web site properties on which we offer media products to
automotive manufacturers and related businesses. The Web sites attract an audience of car-shopping and car-buying
consumers that advertisers can target during the vehicle purchasing decision. A primary way advertisers use our
Web sites to reach these consumers is through vehicle content targeting. This allows automotive marketers to reach
users while they are researching one of several site segments, including specific vehicles during the shopping and
buying process on our network. Many advertisers use this capability to match their own brand advertising against
the same vehicle pages that users are browsing during the research process. This form of placement is also referred-
to as retention marketing in the online automotive industry. It enables the advertiser to communicate highly relevant
messaging to users while they are researching the vehicle of interest to them. If available, some advertisers will seek
to buy inventory of competing automotive brand pages in order to achieve their objectives in capturing new market
share. In supporting more brand driven objectives, we sell advertising that consists of fixed ad placement and anchor
tenant opportunities. An example is the Featured Mode! Showcase that runs on our home page and includes an
integrated module that showcases a specific vehicle. Unlike typical banner ads, the consumer is linked to a mini-site
or showroom or to a specific product page on the advertiser’s site where he or she can receive more specific
information on the vehicle from the advertiser. We offer other packages with similar combinations of integrated ad
units targeted to key areas of our Web sites, including new, used and certified pre-owned sections. Additionally, we
offer advertising products designed to further and better engage in-market automotive consumers. We have a direct
marketing platform that helps manufacturers target in-market consumers during the often-extended car shopping
process. Designed to keep the brand in consideration, Autobytel Direct allows automotive marketers to deliver
specific communications through either email or postal formats to in-market consumers during their purchase
cycle. If the advertiser goal is to reach out to new potential customers or retain existing interested consumers,




Autobytel Direct provides an effective way to access ready to buy consumers whao are still in the decision
making process. Advertising revenue accounted for 20%, 21%, and 20% of total revenue in 2007, 2006, and
2005, respectively.

Service and Maintenance. We believe our Web sites empower consumers with access to information and
research for dealing with common service and maintenance issues.

Consumer Products and Other Services. We offer automotive related products and services, including
insurance and finance, that we market to consumers through our Web sites on behalf of participating
third-party providers. \

International. We do not expect to devote substantial resources to international operations, but may continue
to explore additional licensing business as opportunities arise.

Seasonality

Traditionally, our purchase request volume fluctuates with automotive industry sales volume that has some
measure of seasonality. Typically volume is highest in the spring and summer, with lower volume in the fall and
winter months.

Intellectual Property

We have registered service marks, including Auto-By-Tel, Autobytel.com, MyRide, Autoweb, CarSmart and
the Autobytel.com and MyRide.com logos. We have been issued a patent directed toward an innovative method and
system for forming and submitting purchase requests over the Internet and other computer networks from consumers
to suppliers of goods and services. The method permits suppliers of goods or services to provide enhanced customer
service by making the purchasing process convenient for consumers as well as suppliers. The patent is also directed
toward the communication system used to bring consumers and suppliers closer together. The patent expires on
January 14, 2019. We have alsc been issued patents relating to online afiermarket accessory shopping and online
auctions. We cannot assure that the patents will be enforceable if subjected to litigation, We have applied for
additional service-marks and patents. We regard our trademarks, service marks, brand names and patents as
important to our business and intend to protect and enforce our rights with respect to such intellectual property.

Competition

Our vehicle purchasing services compete against a variety of Internet and traditional vehicle purchasing
services, automotive brokers and classified advertisement providers. Therefore, we are affected by the competitive
factors faced by both Internet commerce companies as well as traditional offline companies within the automotive
and automotive-related industries. The market for Internet-based commercial services is relatively new. Competition
continued to intensify in 2007 as key cornpetitors pursued the best quality consumer leads through strategic
relationships, pricing, search marketing programs, and other tactics. Our business is characterized by minimal
barriers to entry, and new competitors can launch a competitive service at relatively low cost. To compete
successfully, we must significantly increase awareness of our services and brand names and deliver satisfactory
value to our customers. Failure to compete successfully will cause our revenues to decline and would have a
material adverse effect on our business, results of operations and financial condition.

We compete with other entities that maintain similar consumer and/or business to business Web sites,
including AutoNation’s AutoUSA, Microsoft Corporation’s MSN Autos, CarsDirect.com, Cars.com,
eBayMotors.com, Dealix.com, and AutoTrader.com. We also compete to a degree with vehicle dealers. Such
competitors, including vehicle dealers, may already maintain or may introduce Web sites that compete with ours.
We also compete indirectly against vehicle brokerage firms and affinity programs offered by several companies,
including Costco Wholesale Corporation and Wal-Mart Stores, Inc. In addition, all major automotive manufacturers
have their own Web sites and many have launched online buying services, such as General Motors Corporation and
Ford Motor Company in its partnership with its dealers through FordDirect.com. On advertising, we compete with
offerings from, among others, the major portals (e.g., Yahco!, MSN, AQOL), transaction based sites (e.g., Ebay
Motors, Cars.com, Autotrader), automotive verticals (e.g., KBB, Edmunds) and numerous lifestyle sites
(e.g., HIN City).




We believe that the principal competitive factors in the online market are:
. brand recognition,

. dealer return on investment,

. lead quality,

. prices of products and services,

. speed and quality of fulfillment,

. strength of intellectual property,

. field sales and customer support,

. dealer territorial coverage,

. relationships with automotive manufacturers,

. variety of integrated products and services,
. consumer experience and ease of use,
. customer satisfaction,

. quality of Web site content,
. quality of service, and

. technical expertise.

We cannot assure that we can compete successfully against current or future competitors, many of which have
substantially more technical and financial resources as well as existing brand recognition. In addition, competitive
pressures may result in increased marketing costs, decreased Web site traffic or loss of market share or otherwise
may materially and adversely affect our business, results of operations and financial condition.

Operations and Technology

We believe that our future success is significantly dependent upon our ability to continue to deliver high-
performance, reliable and comprehensive Web sites, enhance consumer/dealer communications, maintain the
highest levels of information privacy and ensure transactional security. We currently host all our Web sites at secure
data center third-party hosting facilities. The data centers include redundant power infrastructure, redundant network
connectivity, fire detection and suppression systems and security systems to prevent unauthorized access. Our
network and computet systems are built on industry standard technology. Network security utilizes industry standard
products and practices.

System enhancements are primarily intended to accommodate increased traffic across our Web sites, improve
the speed in which purchase requests are processed and introduce new and enhanced products and services. System
enhancements entail the implementation of sophisticated new technology and system processes. We intend to make
investments in technology as we believe appropriate. ’

Government Regulation '

Currently few laws or regulations have been adopted that apply directly to Internet business activities. The
adoption of additiona! local, state or national laws or regulations may decrease the growth of Internet usage or the
acceptance of Internet commerce.

We believe that our dealer marketing services do not constitute franchising or vehicle brokerage activity ina
way that makes franchise, motor vehicle dealer, or vehicle broker licensing laws applicable to us. However, if
individual state regulatory requirements are deemed applicable to us or change, or additional requirements are
imposed on us, we may be required to modify our service programs in that state in a manner that may undermine our
program’s attractiveness to consumers or dealers, not offer such service, or terminate our operations in that state,
any of which may negatively affect our financial condition and growth. As we introduce new services, we may need
to comply with additional licensing regulations and regulatory requirements.




Our services may result in changes in the way vehicles are currently sold or may be viewed as threatening by
new and used vehicle dealers that do not subscribe to our programs. Such businesses are ofien represented by
influential lobbying organizations, and such organizations or other persons may propose legislation that, if adopted,
could impact our evolving marketing and distribution model.

To date, we have not expended significant resources on lobbying or related government affairs issues, but may
do s0 in the future.

Franchise Classification. If our relationships or written agreements with our dealers were found to be
franchises under {ederal or state franchise laws, we could be subjected o additional regulations, including, but not
limited to, licensing and increased reporting and disclosure requirements. Compliance with varied laws, regulations,
and enforcement characteristics found in each state may require us to allocate both staff time and monetary
resources, each of which may adversely affect our results of operations. As an additional risk, if our dealer
relationships or subscription agreements are determined to establish franchises, we may be subject to limitations on
our ability to quickly and efficiently effect changes in our dealer relationships in response to changing market
trends, which may negatively impact our ability to compete in the marketplace.

We believe that neither our relationship with our participating dealers nor our dealer agreements themselves
constitute franchises under federal or state franchise laws. This belief has been upheld by a Federal Appeals Court in
Michigan that ruled our business relationship and our dealer subscription agreement do not rise to the level of a
franchise under Michigan faw.

Vehicle Brokerage Activities. We believe that our dealer marketing referral service model does not qualify as
an automobile brokerage activity. Accordingly, we believe that state motor vehicles dealer or broker licensing laws
generally do not apply to us. In the event such laws are deemed applicable to us, we may be required to cease
business in any such state, and pay administrative fees, fines, and penalties for failure to comply with such
licensing requirements.

In response to concerns about our marketing referral program raised by the Texas Department of
Transportation, we modified our program in that state to achieve compliance. These modifications included
implementing a pricing model under which all participating dealerships (regardless of brand) in a given zip code in
Texas are charged uniform fees for leads and opening our program to all dealerships that wish to apply.

In the event any other state’s regulatory requirements impose state specific requirements on us or include us
within an industry-specific regulatory scheme, we may be required to modify our marketing programs in such state
in a manner that may undermine the program’s attractiveness to consumers or dealers, In the alternative, if we
determine that the licensing and related requirements are overly burdensome, we may elect to terminate operations
in such state. In each case, our business, results of operations and financial condition could be materially and
adversely affected.

Financing Related Activities. We provide a connection through our Web sites that allows a consumer to obtain
finance information and submit requests for loans to third parties. We receive marketing fees from financial
institutions or dealers in connection with this advertising activity. We do not demand nor do we receive any fees
from consumers for this service. In the event states require us to be licensed as a financial broker, we intend to
obtain such licenses. We may be unable 1o comply with a state’s regulations affecting our current operations or
newly introduced services, or we could be required to incur significant fees and expenses to obtain any required
license or be compelled to discontinue such operations in such state.

Insurance Related Activities. We provide links on our Web sites 10 various third parties so that consumers can
receive quotes for insurance coverage and extended warranty coverage from third parties and submit quote
applications online through such parties’ Web sites. We receive marketing fees from such participants in connection
with this advertising activity. We receive no premiums from consumers nor do we charge consumers fees for our
services. All applications are completed on the respective insurance carriers’ or other third parties’ Web sites.

We do not believe that our activity requires us to be licensed under state insurance laws. The use of the
Internet in the marketing of insurance products, however, is a relatively new practice. It is not clear whether or to -
what extent state insurance licensing laws apply to activities similar to ours.
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Employees .

As of February 29, 2008, we had 269 employees We also utilize independent contractors as required. None of
our employees are represented by a labor union, We have not experrenced any work stoppages and consider our
employee relations to be good. .

[tem 1A. Risk Factors ' : L

In addition to the factors discussed in the “Overview” and “Liquidity and Capital Resources” sections of
Part I “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations” in this
Annual Report on Form 10-K, the following additional factors may affect our future results. The risks described
below are not the only risks facing us. Additional risks and uncertainties not currently know to us or that we
currently deem to be immaterial may also materially and adversely affect our business.
Except for fiscal years 2003 and 2004, we have had a history of net annual losses. We cannot assure that we will
be profitable in the future, If we are unable to achieve prof tability in the fumre and we continue to lose money,
our operations will not be financially viable.

Most of our senior executives do not have long-term experience in the Internet based vehicle information and
shopping industry. This limited operating history contributes to our difficulty in predicting future operating results.

Except for fiscal years 2003 and 2004, we have had a history of net annual losses. We cannot assure that we
will be profitable in the future. We had an accumulated deficit of $19l 4 million and $186.1 million as of
December 31, 2007 and December 31, 2006, respectively.

Our potential for future profitability must be considered in light of the risks, uncertainties, expenses and
difficulties frequently encountered by companies in emerging and rapidly evolving markets, such as the market for
Internet commerce. We believe that to achieve and sustain profitability, we must, among other things:

. generate mcreased vehicle shopper and buyer traff'tc to our Web sites, .
. successfully introduce new products and services, N
ot continue to send-new and used vehicle purchase requests to dealers that result in sufficient dealer
transactions to justify our fees B : Hst

. expand ‘the number of dealers in our networks and enhance the qualrty of dealers . ‘
. sustain and expand our relationships with automotive manufacturers, .

. assure continued access to a hlgh volume of leads at acceptable prices from third party sources,

. respond to competmve developments -

. maintain a high degree of customer satisfaction, = - T T

. provide secure and easy to use Web sites for customiers, '

. increase visibility of our brand names,
. defend and enforce our intellectual property rights,

. identify and successfully consummate and integrate acquisitions,

. design and implement effective internal control systems,

. continue to attract, retain and motivate qualified personnel, and

* ' continue to upgrade and enhance our technologies to accommodate expanded service offerings and

"increased consumer traffic: o
. rn
We cannot be certain that we will be successful in achieving these goals or. that if we are successful in

achieving these goals, that we will be profitable in the future,
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professionally to vehicle inquiries, or sell and lease vehicles in accordance with our marketing strategies, could
result in low consumer satisfaction, damage our brand names and materially and adversely affect our busmess
results of operations and financial condition.

i . N L. v .
Competition could reduce our market share and harm our f inancial performance. Our market is competmve not
only because the Internet has minimal barriers to entry, but also because we compete directly with other

companies in the offline environment. : |

Our vehicle marketing'services compete against'a Variety-of Internét and traditional vehicle purchasmg :
services, automotive brokers'arid classified advertiseriént providers. Therefore, we are affected by ‘the competitive
factors faced by both Intemet commerce companies as well as traditional, offline companies within the automotive
and automotive-related industries. The market for- lntemet-based commercial services:is relatively new. Competltlon
continued to intensify in 2007 as key competitors pursuéd the best quality consumer leads through stratégic
relationships, pricing, search marketing programs, and-other tactics. Our business is characterized by minimal
barriers to entry, and new competitors can launch a competitive service at relatively low cost. To compete - -
successfully, we must significantly increase awareness of our services and brand names ‘and deliver satisfactory
value to our customers. Failure to compete successfully w1ll cause our revenues to decline and would have a
material adverse effecl on our busmess results of operatlons and financial condition.” '

We compete with other entities which maintain similar consumer and/or business to business Web 51tes
including AutoNation’s AutoUSA, Microsoft Corporation’s MSN Autos, CarsDirect.com, Cars.com;
eBayMotors.com, Dealix.com, and AutoTrader.com. We-also-compete to a degree with vehicle dealers. Such -
competitors, including vehicle dealers; may already maintain or may introduce Web sites which compete with ours.
We also compete indirectly against vehicle brokerage firms and affinity progrinis offered by several companies,
including Costco Wholesale Corporation and Wal-Mart Stores, Inc. In addition, all major automotive manufacturers
have their own Web sites and many have launched online buying services, such as General Motors Corporation and
Ford Motor Company in its partnership with its dealers through FordDirect.com. On advertising, we.compete with
offerings from, among others, the major portals (e.g., Yahoo!, MSN, AOL), transaction based sites (e.g., Ebay
Motors, Cars.com, Autotrader), automotive verticals (e.g., KBB, Edmunds) and numerous lifestyle sites.* -

{e.g., HIN City).

We'believe that the pnnc1pal competltlve factors qu ‘the online market are:
eukd B 4
. brand recggmtlon, , , RS L I
e dealer return on investment, - - e e

. lead quality,

. pnces of products and serv1ces -
. speed and quality of fulfillment,
«  strength of intellectual property, SRR o ' ‘
e \ LW N i )
. field sales and customer support, ) e AN e
*  dealer territorial coverage, o . _ o .
» = relationships with automotive manufacturcrs, oL s ‘ . a
. variety of mtegrated products and services, ~ ' S
. consumer expenence ‘and ease of use,
. customer satisfaction,
o« - quality of Web site} content et . S SR R
it T ‘
. quality of serwce and N i i s
. technical expemse : o o _ _ ,
T R 1i’a'. - [ T .

We cannot assure that'we cari ‘compete successﬁllly agamst cutrenit or future competitors, many of which have
substantially more technical and finantial résources as well as eXisting brand recognition. In addition, competltwe
pressures may result in increased marketing costs, decreased Web site traffic or loss of market share or otherw1se
may materially and adversely affect-our business, results of operations and financial condition. . d
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Employees

As of February 29, 2008, we had 269 employees. We also utilize independent contractors as required. None of
our employees are represented by a labor union. We have not experienced any work stoppages and consider our
employee relations to be good.

Item 1A. Risk Factors

In addition to the factors discussed in the “Overview” and “Liquidity and Capital Resources” sections of
Part 11 “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations™ in this
Annuat Report on Form 10-K, the following additional factors may affect our future results. The risks described
below are not the only risks facing us. Additional risks and uncertainties not currently know to us or that we
currently deem to be immaterial may also materiatly and adversely affect our business.

Except for fiscal years 2003 and 2004, we have had a history of net annual losses. We cannot assure that we will
be profitable in the future. If we are unable to achieve profitability in the future and we continue to lose money,
our operations will not be financially viable.

Most of our senior executives do not have long-term experience in the Internet based vehicle information and
shopping industry. This limited operating history contributes to our difficulty in predicting future operating results.

Except for fiscal years 2003 and 2004, we have had a history of net annual losses. We cannot assure that we
will be profitable in the future. We had an accumulated deficit of $191.4 million and $186.1 million as of
December 31, 2007 and December 31, 2006, respectively.

Our potential for future profitability must be considered in light of the risks, uncertainties, expenses and
difficulties frequently encountered by companies in emerging and rapidly evolving markets, such as the market for
Internet commerce. We believe that to achieve and sustain profitability, we must, among other things:

. generate increased vehicle shopper and buyer traffic to our Web sites,

. successfully introduce new products and services,

. continue to send new and used vehicle purchase requests to dealers that result in sufficient dealer
transactions to justify our fees,

. expand the number of dealers in our networks and enhance the quality of dealers,

. sustain and expand our relationships with automotive manufacturers, '

. assure continued access 10 a high volume of leads at acceptable prices from third party sources,

. respond to competitive developments,

. maintain a high degree of customer satisfaction,

. provide secure and easy to use Web sites for customers,

. increase visibility of our brand names,

. defend and enforce our intellectual property rights,

. identify and successfully consummate and integrate acquisitions,

. design and implement effective internal control systems,

. continue to attract, retain and motivate qualified personnel, and

. continue to upgrade and enhance our technologies to accommodate expanded service offerings and

increased consumer traffic,

We cannot be certain that we will be successful in achieving these goals or that if we are successful in
achieving these goals, that we will be profitable in the future.
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If our internal controls and procedures fail, our financial condition, results of operations and cash flow could be
materially adversely affected.

Management is responsible for establishing and maintaining adequate internal control over financial reporting.
Our internal contrel over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles, In making its assessment of the effectiveness of our internal control over
financial reporting as of December 31, 2007, management used the criteria described in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ). A
material weakness is a control deficiency, or combination of control deficiencies, that results in a more than
remote likelihood that a material misstatement of the annual or interim financial statements will not be prevented
or detected.

Management determined that we had no material weakness in our internal control over financial reporting as
of December 31, 2007. Our internal controls may not prevent all potential errors and fraud, because any control
system, no matter how well designed, can only provide reasonable and not absolute assurance that the objectives of
the control system will be achieved. We have had material weaknesses in our internal control over financial
reporting in the past and there is no assurance that we will not have a material weakness in the future resulting from
failure of our internal controls and procedures.

Our ability to report our financial results on a timely and accurate basis could be adversely affected by a
failure in our internal control over financial reporting. If our financial statements are not fairly presented, investors
may not have a complete understanding of our operating results and financial condition, If our financial statements
are not timely filed with the SEC, we could be delisted from The NASDAQ Global Market. If either or both of these
events occur, it could have a material adverse affect on our ability to operate our business. [n addition, a failure in
our internal control over financial reporting could materially and adversely affect our financial condition, results of
operations and cash flow.

If we lose our key personnel or are unable to attract, train and retain additional highly qualified sales, marketing,
managerial and technical personnel, our business may suffer.

Cur future success depends on our ability to identify, hire, train and retain highly qualified sales, marketing,
managerial and technical personnel. In addition, as we introduce new services we may need to hire additional
personnel. We may not be able to attract, assimilate or retain such personnel in the future. The inability to attract and
retain the necessary managerial, technical, sales and marketing personnel could have a material adverse effect on our
business, results of operations and financial condition.

Our business and operations are substantially dependent on the performance of our executive officers and key
employees. The loss of the services of one or more of our executive officers or key employees could have a material
adverse effect on our business, results of operations and financial condition. We replaced certain of our executive
officers during 2006 and 2007. If we are unable to effectively integrate new executive officers, our business, results
of operations and financial condition may be materially adversely affected.

If a more media-centric advertising-driven business model, including the MyRide.com Web site, is not successful,
we may not be able to be profitable in the future,

In 2006, we began to implement a series of strategic initiatives, including programs to transition our business
toward a more media-centric advertising-driven business model. Towards that end, we launched the MyRide.com
Web site in October 2007 and expect to launch other products and services this year. Demand and market
acceptance for newly introduced services and products over the Internet are subject to uncertainty and we have no
assurance that consurmers and other automotive participants will accept and use our new products and services. If
consumers and other automotive participants fail to accept and use our new products and services or acceptance is at
a lower level than anticipated, our strategy of focusing on a more media-centric advertising-driven business model
will not be successful. Accordingly, we cannot assure that we will be profitable in the future.
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If our dealer attrition increases, our dealer networks and revenues derived from these networks may decrease.

The majority of our revenues is derived from fees paid by retail and enterprise dealers participating in our
dealer networks. A few agreements account for substantially all of our enterprise dealers. From time to time, a major
dealer group or automotive manufacturer may significantly increase or decrease the number of enterprise dealers
participating in our dealer networks or the number of purchase requests accepted from us. If dealer attrition
increases or the number of purchase requests accepted from us decreases and we are unable to add new dealers to
mitigate the atirition or decrease in number of accepted requests, our revenues will decrease. A material factor
affecting dealer attrition is our ability to provide dealers with high quality purchase requests at prices acceptable to
dealers. High quality purchase requests are those that result in high closing ratios. Closing ratio is the ratio of the
number of vehicles purchased at a dealer generated from purchase requests to the total number of purchase requests
sent to that dealer. If the number of dealers in our networks declines or dealers reduce the services they receive from
us, our revenues will decrease and our business, results of operations and financial condition will be materially and
adversely affected. In addition, if automotive manufacturers or major dealer groups force us to decrease the fees we
charge for our services, our revenues will decline which could have a material adverse effect on our business, results
of operations and financial condition.

Generally, our retail dealer agreements are cancelable by either party upon 30 days notice. Participating retail
dealers may terminate their relationship with us for any reason, including an unwillingness to accept our
subscription terms or as a result of joining alternative marketing programs. We cannot assure that retail dealers will
not terminate their agreements with us. Our business is dependent upon our ability to attract and retain qualified new
and used vehicle retail dealers, major dealer groups and automotive manufacturers. In order for us to grow or
maintain our dealer networks, we need to reduce our dealer attrition. We cannot assure that we will be able to reduce
the level of dealer attrition, and our failure to do so could materially and adversely affect our business, results of
operations and financial condition.

We may lose participating retail dealers because of the reconfiguration or elimination of exclusive dealer
territories. We will lose the revenues associated with any reductions in participating retail dealers resulting from
such changes.

We are reducing or reconfiguring dealer territories or eliminating exclusive dealer territories currently
assigned 10 some retail dealers. We are taking such action and may take others in connection with consolidating our
corporate brands into one brand under Autobytel Inc. If a retail dealer is unwilling to accept a reduction or
reconfiguration of its territory or elimination of its exclusive territory or other action by us, it may terminate its
relationship with us. A retail dealer also could sue to prevent such reduction, reconfiguration or elimination or other
action, or collect damages from us. A material decrease in the number of retail dealers participating in our networks
or litigation with retail dealers could have a material adverse effect on our business, results of operations and
financial condition.

We send a substantial amount of individual purchase requests to multiple retail dealers. As a result, we may lose
participating retail dealers and may be subject to pressure on the fees we charge such dealers for such purchase
requests. We will lose the revenues associated with any reductions in participating retail dealers or fees,

We send a substantial amount of individual purchase requests to multiple retail dealers to enhance consumer
satisfaction and experience. If a retail dealer perceives such requests as having less value, it may request that fees be
reduced or may terminate its relationship with us. A material decrease in the number of retail dealers participating in
our networks or the fees such dealers pay us could have a material adverse effect on our business, results of
operations and financial condition. :

We rely heavily on our participating dealers to promote our brand value by providing high quality services to our
consumers, If dealers do not provide our consumers high quality services, our brand value will diminish and the
number of consumers who use our services may decline causing a decrease in our revenues.

Promotion of our brand value depends on our ability to provide consumers a high quality experience. If our
dealers do not provide consumers with high quality service, the value of our brands could be damaged and the
number of consumers using our services may decrease. We devote significant efforts to train participating retail
dealers in practices that are intended to increase consumer satisfaction. Our inability to train retaii dealers
effectively, or the failure by participating dealers to adopt recommended practices, respond rapidly and
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professionally to vehicle inquiries, or sell and lease vehicles in accordance with our marketing strategies, could
result in low consumer satisfaction, damage our brand names and materially and adversely affect our business,

results of operations and financial condition. \

Competition could reduce our market share and harm our financial performance. Our market is competitive not
only because the Internet has minimal barriers to entry, but alse because we compete directly with other
companies in the offline environment.

Our vehicle marketing services compete against a variety of Internet and traditional vehicle purchasing
services, automotive brokers and classified advertisement providers. Therefore, we are affected by the competitive
factors faced by both Internet commerce companies as well as traditional, offline companies within the automotive
and automotive-related industries. The market for Internet-based commercial services is relatively new. Competition
continued to intensify in 2007 as key competitors pursued the best quality consumer leads through strategic
relationships, pricing, search marketing programs, and other tactics. Our business is characterized by minimal
barriers to entry, and new competitors can launch a competitive service at relatively low cost. To compete
successfully, we must significantly increase awareness of our services and brand names and deliver satisfactory
value to our customers. Failure to compete successfully will cause our revenues to decline and would have a
material adverse effect on our business, results of operations and financial condition.

We compete with other entities which maintain similar consumer and/or business to business Web sites
including AutoNation’s AutoUSA, Microsoft Corporation’s MSN Autos, CarsDirect.com, Cars.com,
eBayMotors.com, Dealix.com, and AutoTrader.com. We also compete to a degree with vehicle dealers. Such
competitors, including vehicle dealers, may already maintain or may introduce Web sites which compete with ours.
We also compete indirectly against vehicle brokerage firms and affinity programs offered by several companies,
including Costco Wholesale Corporation and Wal-Mart Stores, Inc. In addition, all major automotive manufacturers
have their own Web sites and many have launched online buying services, such as General Motors Corporation and
Ford Motor Company in its partnership with its dealers through FordDirect.com. On advertising, we compete with
offerings from, among others, the major portals (e.g., Yahoo!, MSN, AOL), transaction based sites (e.g., Ebay
Motors, Cars.com, Autotrader), automotive verticals (e.g., KBB, Edmunds) and numerous lifestyle sites .-

(e.g., HIN City).

We believe that the principal competitive factors in the online market are:
. brand recognition, ‘
. dealer return on investrent,

. lead quality,

. prices of products and services,
. speed and quality of fulfillment,
. strength of inteliectual property,

. field sales and customer support,

. dealer territorial coverage, .
. relationships with automotive manufacturers,

. variety of integrated products and services,

. consumer experience and ease of use,

’ customer satisfaction,

. quality of Web site content,

. quality of service, and

. technical expertise.

We cannot assure that we can compete successfully against current or future competitors, many of which have
substantially more technicat and financial resources as well as existing brand recognition. In addition, competitive

pressures may result in increased marketing costs, decreased Web site traffic or loss of market share or otherwise
may materially and adversely affect our business, results of aperations and financial condition.
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Our quarterly financial results are subject to significant fluctuations which may make it difficult for investors to
predict our future performance.

Our quarterly operating results have fluctuated in the past and may fluctuate in the future due to many factors.
Our expense levels are based in part on our expectations of future revenues which may vary significantly. If
revenues do not increase faster than expenses, our business, results of operations and financial condition will be
materially and adversely affected. Other factors that may adversely affect our quarterly operating results include:

. our ability to retain existing dealers, attract new dealers and maintain dealer and customer satisfaction,

. the announcement or introduction of new or enhanced sites such as MyRide.com, services and products
by us or our competitors,

. general economic conditions and economic conditions specific to the Internet, online commerce or the
automotive industry,

. a decline in the usage levels of online services and consumer acceptance of the Internet and commercial
online services for the purchase of consumer products and services such as those marketed or advertised
by us,

. our ability to upgrade and develop our systems and infrastructure and to attract new personnel in a
timely and effective manner,

. the level of traffic on our Web sites and other sites that refer traffic to our Web sites,

. technical difficulties, systerm downtime, Internet brownouts or electricity blackouts,

. the amount and timing of operating costs and capital expenditures relating to expansion of our business,
operations and infrastructure,

. costs of ongoing litigation and any adverse judgments resulting from such litigation,

. costs of defending and enforcing our intellectual property rights,

. governmental regulation, and

. unforeseen events affecting the industry.

Seasonality is likely to cause fluctuations in our operating resuits. Investors may not be able to predict our
annual operating results based on a quarter to quarter comparison of our eperating results.

Traditionally, our purchase request volume fluctuates with automotive industry sales volume that has some
measure of seasonality. Typically, volume is highest in the spring and summer, with lower volume in the fall and
winter months. As seasonality occurs, investors may not be able to predict our annual operating results based on a
quarter to quarter comparison of our operating results. Seasonality in the autometive industry, Internet and
commercial online service usage and advertising expenditures is likely to cause fluctuations in our operating results
and could have a material adverse effect on our business, results of operations and financial condition.

Employee pricing and other actions by manufacturers that promote transparent pricing may decrease the
perceived value of our services to consumers and dealers. If the number of consumers and dealers who use our
services declines, our revenues will decrease.

In the past, some manufacturers introduced programs allowing all consumers to purchase new vehicles at
prices offered to employees. Employee pricing and future actions by manufacturers that promote transparent pricing
may negatively affect the perceived value of our services to consumers and dealers. A decline in the perceived value
of our services to consumers and dealers may result in a decline in demand for our services, which could adversely
affect our business, financial condition and results of operations.

We may be particularly affected by general economic conditions due to the nature of the automotive industry.

The economic strength of the automotive industry significantly impacts the revenues we derive from dealers,
automotive manufacturers and other customers and consumer traffic to our Web sites. The automotive industry is
cyclical, with vehicle sales fluctuating due 1o changes in national and global economic forces. Purchases of vehicles
are typically discretionary for consumers and may be particularly affected by negative trends in the general
economy. The success of our operations depends to a significant extent upon a number of factors relating to




discretionary consumer spending, including economic conditions (and perceptions of such conditions by consumers)
affecting disposable consumer income (such as employment, wages and salaries, business conditions, energy prices
and interest rates in regional and local markets). Because the purchase of a vehicle is a significant investment and is
relatively discretionary, any reduction in disposable income in general or a general increase in interest rates, energy
prices or a general tightening of lending may affect us more significantly than companies in other industries. Given
the economic outlook for 2008, we expect total new vehicle sales to decrease from 2007 levels. In addition, if any of
our larger customers were to become insolvent because of economic conditions in the automotive industry, our
business, results of operations and financial condition may be materially and adversely affected.

At some point in the future, manufacturers may decrease current levels of incentive spending on new vehicles,
which has served to drive sales volume in the past. Such a reduction in incentives could lead to a decline in demand
for new vehicles. A decline in vehicle purchases may result in a decline in demand for our services which could
adversely affect our business, financial condition and resuits of operations.

Threatened terrorist acts and the ongoing military action have created uncertainties in the automotive industry
and domestic and international economies in general. These events may have an adverse impact on general
economic conditions, which may reduce demand for vehicles and consequently our services and products which
could have an adverse effect on our business, financial condition and results of operations. At this time, however, we
are not able to predict the nature, extent and duration of these effects on overall economic conditions on our
business, financial condition and results of operations.

We cannot assure that our business will not be materially adversely affected as a result of an industry or
general economic downturn.

If any of our relationships with Internet search engines or online automotive information providers terminates,
our purchase request volume or gquality could decline. If our purchase request volume or quality declines, our
participating dealers may not be satisfied with our services and may terminate their relationships with us or force
us to decrease the fees we charge for our services. If this occurs, our revenues would decrease.

We depend on a number of strategic relationships to direct a substantial amount of purchase requests and
traffic to us or our Web sites. The termination of any of these relationships or any significant reduction in traffic to
Web sites on which our services are advertised or offered, or the failure to develop additional referral sources, could
cause our purchase request volume or quality to decline. If this occurs, dealers may no longer be satisfied with our
services and may terminate their relationships with us or force us to decrease the fees we charge for our services. [f
dealers terminate their relationships with us or force us to decrease the fees we charge for our services, our revenues
will decline which could have a material adverse effect on our business, results of operations and financial
condition. We receive a significant number of purchase requests through a limited number of Internet search
engines, online automotive information providers, and other auto related Internet sites. We periodically negotiate
revisions ta existing agreements and these revisions could increase our costs in future periods. A number of our
agreements with online service providers may be terminated without cause. We may not be able 10 maintain our
relationship with our online service providers or find alternative, comparable marketing sponsorships and alliances
capable of originating significant numbers of purchase requests on terms satisfactory to us. If we cannot maintain or
replace our relationships with online service providers, our revenues may decline which could have a material
adverse effect on our business, results of operations and financial condition.

If any of our advertising relationships with manufacturers terminates or declines or our advertising rates decline,
our revenues would decrease.

We depend on a number of manufacturer relationships for substantially all of our advertising revenues.
Automotive manufacturers increasingly make advertising decisions based on certain performance criteria. Due to
acquiring advertising impressions from low quality third party sources that we no longer use, our 2007 performance
as measured by such advertisers was lower than desired. As a result, we are experiencing a decline in advertising
rates charged to such manufacturers for advertising and may experience lower demand for advertising from such
manufacturers or termination of our advertising relationships with them. The termination of any of these
relationships or decline in the level of advertising with us or reduction in advertising rates or any significant failure
to develop additional sources of advertising would cause our revenues to decline which could have a material
adverse effect on our business, results of operations and financial condition. We periodically negotiate revisions to
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existing agreements and these revisions could decrease our advertising revenues in future periods. A number of our
agreements with such manufacturers may be terminated without cause. We may not be able to maintain our
relationship with such manufacturers on favorable terms or find alternative comparable relationships capable of
replacing advertising revenues on terms satisfactory to us. If we cannot do so, our revenues would decline which
could have a material adverse effect on our business, results of operations and financial condition.

If we cannot build and maintain strong brand loyalty, our business may suffer.

We belicve that the importance of brand recognition will increase as more companies engage in commerce
over the Internet. Development and awareness of the MyRide.com, Autobytel.com, Autoweb.com, Car.com,
CarSmart.com and other brands will depend largely on our ability to obtain a leadership position in Internet
commerce. If dealers and manufacturers do not perceive us as'an effective channel for increasing vehicle sales, or
consumers do not perceive us as offering reliable information concerning new and used vehicles, as well as referrals
to high quality dealers, in a user-friendly manner that reduces the time spent for vehicle purchases and services, we
will be unsuccessful in promoting and maintaining our brands. Our brands may not be able to gain widespread
acceptance among consumers or dealers. Our failure to develop our brands sufficiently would have a material
adverse effect on our business, results of operations and financial condition.

We are a relatively new business in an emerging industry and need to manage the introduction of new products
and services in order to avoid increased expenses without corresponding revenues.

We have been introducing new services to consumers and dealers in order to establish ourselves as a leader in
the evolving market for automotive marketing services. Introducing new or enhanced products and services, such as
MyRide.com, requires us to increase expenditures before we generate revenues. For example, we may need to hire
personnel to oversee the introduction of new services before we generate revenues from these services. Our inability
to generate satisfactory revenues from such expanded services to offset costs could have a material adverse effect on
our business, results of operations and financial condition. .

We must also:

. test, introduce and develop new services and products, including enhancing our Web sites,
. expand the breadth of products and services offered,

. expand our market presence through relationships with third parties, and

. acquire new or complementary businesses, products or technologies. '

We cannot assure that we can successfully achieve these objectives.

If federal or state franchise laws or state automotive dealer and/or broker laws apply to us we may be required to
modify or eliminate our marketing programs. If we are unable to market our services in the manner we currently
do, our revenues may decrease and our business may suffer.

We believe that neither our relationship with our dealers nor our dealer subscription agreements constitute
“franchises” under federal or state franchise laws. A federal court of appeals in Michigan has ruled that our dealer
subscription agreement was not a “franchise” under Michigan law. However, if any state’s regulatory requircments
relating to franchises or our method of business impose additional requirements on us or include us within an
industry-specific regulatory scheme, we may be required to modify our marketing programs in such state in a
manner which undermines the program’s attractiveness to consumers or dealers. If our relationship or writien
agreement with our dealers were found to be a “franchise” under federal or state franchise laws, we could be subject
to other regulations, such as franchise disclosure and registration requirements and limitations on our ability to effect
changes in our relationships with our dealers, which may negatively impact our ability to compete and cause our
revenues to decrease and our business to suffer. If we become subject to fines or other penalties or if we determine
that the franchise and related requirements ar¢ overly burdensome, we may elect to terminate operations in such
state. [n each case, our revenues may decline and our business, results of operations and financial condition could be
materially and adversely affected.

We also believe that our dealer marketing service generally does not qualify as an automobile brokerage
activity and, therefore, state motor vehicle dealer or broker licensing requirements generally do not apply to us. In
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response to Texas Department of Transportation concerns, we modified our marketing program in that state to make
our program open to all dealers who wish to apply. In addition, we modified the program to include a pricing model
under which all participating dealers, regardless of brand, in a given zip code in Texas are charged uniform fees for
referral of purchase requests. If other states’ regulatory requirements relating to motor vehicle dealers or brokers are
deemed applicable to us, we may become subject to fines, penalties or other requirements and may be required to
modify our marketing programs in such states in a manner that undermines the attractiveness of the program to
consumers or dealers. [f we determine that the licensing or other requirements, in a given state are overly
burdensome, we may elect to terminate operations in such state, In each case, our revenues may decline and our
business, results of operations and financial condition could be materially and adversely affected.

If financial broker and insurance licensing requirements apply to us in states where we are not currently
licensed, we will be required to obtain additional licenses and our business may suffer.

If we are required to be licensed as a financial broker, it may result in an expensive and time-consuming
process that could divert the effort of management away from day-to-day operations. In the event states require us to
be licensed and we are unable to do so, or are otherwise unable to comply with regulations required by changes in
current operations or the introduction of new services, we could be subject to fines or other penalties or be
compelled to discontinue operations in such states, and our business, results of operations and financial condition
could be materially and adversely affected. :

We provide links on our Web sites so consumers can receive quotes for insurance coverage from third parties
and submit quote applications online through such partics’ Web sites. We receive fees from such participants in
connection with this advertising activity. We do not believe that such activities require us to be licensed under state
insurance laws. The use of the Internet in the marketing of insurance products, however, is a relatively new practice.
It is not clear whether or to what extent state insurance licensing laws apply to activities similar to ours.

If we are unable to be licensed to comply with additional regulations, or are otherwise unable to comply with
regulations required by changes in current operations or the introduction of new services, we could be subject to
fines or other penalties or be compelled to discontinue operations in such states, and our business, results of
operations and financial condition could be materially and adversely affected. :

There are many risks associated with consummated and potential acquisitions.

We may evaluate potential acquisitions which we believe will complement or enhance our existing business.
If we acquire other companies in the future, it may dilute the value of existing stockholders’ ownership. The impact
of dilution may restrict our ability or otherwise not allow us to consummate acquisitions. Issuance of equity
securities may restrict utilization of net operating loss carry forwards because of an annual limitation due to
ownership change limitations under the Internal Revenue Code. We may also incur debt and losses related to the
impairment of goodwill and acquired intangible assets if we acquire another company or business, and this could
negatively impact our results of operations. We currently do not have any definitive agreements to acquire any
company or business, and we may not be able to identify or complete any acquisition in the future.

Acquisitions involve numerous risks. For example:

. [t may be difficult to assimilate the operations and personnel of an acquired business into our
own business, v :

. Management information and accounting systems of an acquired business must be integrated into our
current systems,

. We may lose dealers participating in both our network as well as that of the acquired business, if any,

. Our management must devote its attention to assimilating the acquired business which diverts attention
from other business concerns, ,

. We may enter markets in which we have limited prior experience, and

. We may los¢ key employees of an acquired business.
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Changes in government regulations of Internet commerce may result in increased costs that may reduce our
Juture earnings.

Because our business is dependent on the Internet, the adoption of new local, state or national laws or
regulations may decrease the growth of Internet usage or the acceptance of Internet commerce which could, in turn,
decrease the demand for our services and increase our costs or otherwise have a material adverse effect on our
business, results of operations and financial condition.

Tax authorities in a number of states are currently reviewing the appropriate tax treatment of companies
engaged in Internet commerce. New state tax regulations may subject us to additional state sales, use and
income taxes.

Evolving government regulations may require future licensing which could increase administrative costs or
adversely affect our revenues.

In a regulatory climate that is uncertain, our operations may be subject to direct and indirect adoption,
expansion or reinterpretation of various laws and regulations. Compliance with these future laws and regulations
may require us to obtain appropriate licenses at an undeterminable and possibly significant initial monetary and
annual expense. These additional monetary expenditures may increase future overhead, thereby potentially reducing
our future results of operations.

We have identified what we believe are the areas of domestic government regulation, which if changed, would
be costly to us. These laws and regulations include franchise laws, motor vehicle brokerage licensing laws, motor
vehicle dealer licensing laws, insurance licensing laws, financial services laws and data security and privacy laws,
which are or may be applicable to aspects of our business. There could be laws and regulations applicable to our
business which we have not identified or which, if changed, may be costly to us.

Our success is dependent on keeping pace with advances in technology. If we are unable to keep pace with
advances in technology, consumers may stop using our services and our revenues will decrease. If we are
required to invest substantial amounts in technology, our results of operations will suffer.

The Internet and electronic commerce markets are characterized by rapid technological change, changes in
user and customer requirements, frequent new service and product introductions embodying new technologies and
the emergence of new industry standards and practices that could render our existing Web sites and technology
obsolete. These market characteristics are exacerbated by the emerging nature of the market and the fact that many
companies are expected to introduce new Internet products and services in the near future. If we are unable to adapt
to changing technologies, our business, results of operations and financial condition could be materially and
adversely affected. Our performance will depend, in part, on our ability to continue to enhance our existing services,
develop new technology that addresses the increasingly sophisticated and varied needs of our prospective customers,
license leading technologies and respond to technological advances and emerging industry standards and practices
on a timely and cost-effective basis. The development of our Web sites and other proprietary technology entails
significant technical and business risks. We may not be successful in using new technologies effectively or adapting
our Web sites, or other proprietary technology to customer requirements or to emerging industry standards. In
addition, if we are required to invest substantial amounts in technology in order to keep pace with technological
advances, our results of operations will suffer.

We are vulnerable to electricity and communications system interruptions. The majority of our primary servers
are Iocated in a few locations. If electricity or communications to such locations or fo our headquarters were
interrupted, our aperations would be adversely affected.

Our production Web sites and certain systems, including MyRide.com, Autobytel.com, Autoweb.com,
CarSmart.com, AutoSite.com, Car.com and Finance.Car.com, are currently hosted at secure third-party
hosting facilities.

Although backup servers are available, our primary servers are vulnerable to interruption by damage from fire,
earthquake, flood, power loss, telecommunications failure, break-ins and other events beyond our control. In the
event that we experience significant system disruptions, our business, results of operations and financial condition
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would be materially and adversely affected. We have, from time to time, experienced periodic systems interruptions
and anticipate that such interruptions wilt occur in the future.

Our main production systems and our accounting, finance and contract management systems are hosted in
secure facilities with generators and other alternate power supplics in case of a power outage. However, our
corporate offices, where we have the users and additional applications for our accounting, finance and contract
management systems, are vulnerabie to wide-scale power outages. To date, we have not been significantly affected
by blackouts or other interruptions in service. In the event we are affected by interruptions in service, our business,
results of operations and financial condition could be materially and adversely affected.

We maintain business interruption insurance which pays up to $9.0 million for the actual loss of business
income sustained due to the suspension of operations as a result of direct physical loss of or damage to property at
our offices. However, in the event of a prolonged interruption, this business intetruption insurance may not be
sufficient to fully compensate us for the resulting losses.

Interner-related issues may reduce or slow the growth in the use of our services in the future.

Critical issues concerning the commercial use of the Internet, such as ease of access, security, privacy,
reliability, cost, and quality of service may impact the growth of Internet use. If periods of decreased performance,
outages or delays on the Internet occur frequently or other critical issues concerning the Internet are not resolved,
overall Internet usage or usage of our Web sites could increase more slowly or decline, which would cause our
business, results of operations and financial condition to be materially and adversely affected.

The public market for our common stock may be volatile, especially since market prices for Internet-related and
technology stocks have often been unrelated to operating performance.

Prior to the initial public offering of our common stock in March 1999, thete was no public market for our
common stock. We cannot assure that an active trading market will be sustained or that the market price of the
common stock will not decline. The stock market in general and the shares of emerging companies in particular have
experienced significant price fluctuations. The market price of our common stock is likely to be highly volatile and
could be subject to wide fluctuations in response to factors such as:

. actual or anticipated variations in our quarterly operating results,

. historical and anticipated operating metrics such as the number of participating dealers, the visitors to
our Web sites and the frequency with which they transact,

. announcements of new product or service offerings,

. technological innovations,

. competitive developments, including actions by automotive manufacturers,

. changes in financial estimates by securities analysts or our failure to meet such estimates,

. conditions and trends in the Internet, electronic commerce and automaotive industries,

. our ability to comply with the conditions to centinued listing of our stock on The NASDAQ
Global Market,

. adoption of new accounting standards affecting the technology or automotive industry, and

. general market conditions and other factors.

Further, the stock markets, and in particular The NASDAQ Global Market, have experienced price and
volume fluctuations that have particularly affected the market prices of equity securities of many technology
companies and have often been unrelated or disproporticnate to the operating performance of such companies.
These broad market factors have affected and may adversely affect the market price of our common stock. In
addition, general economic, political and market conditions, such as recessions, interest rates, energy prices,
international currency fluctuations, terrorist acts, military actions or wars, may adversely affect the market price of
the commeon stock. In the past, following periods of volatility in the market price of a company’s securities,
securities class action litigation has often been instituted against companies with publicly traded securities. Such
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litigation could result in substantial costs and a diversion of management’s attention and resources, which would
have a material adverse effect on our business, results of operations and financial condition. :

Changing legislation affecting the automotive industry counld require mcreased regulatory and lobbying costs and
may harm our business.

Our services may result in changing the way vehicles are marketed and sold which may be viewed as
threatening by new and used vehicle dealers who do not subscribe to our programs. Such businesses are often
represented by influential lobbying organizations, and such organizations or other persons may propose legisiation
which could impact the evolving marketing and distribution model which our services promote. Should current laws
be changed or new laws passed, our business, results of operations and financial condition could be materially and
adversely affected. As we introduce new services, we may need to comply with additional licensing regulations and
regulatory requirements.

To date, we have not spent significant resources on lobbying or related government affairs issues but we may
need to do so in the future. A significant increase in the amount we spend on lobbying or related activities would
have a material adverse effect on our results of operations and financial condition.

Our computer infrastructure may be vulnerable to security breaches. Any such problems could jeopardize
confidential information transmitted over the Internet, cause interruptions in our operations or cause us to have
liability to third persons.

Our computer infrastructure is potentially vulnerab}e to physical or electronic computer break-ins, viruses and
similar disruptive problems and security breaches. Any such problems or security breaches could cause us to have
liability to one or more third parties and disrupt all or part of our operations. A party abie to circumvent our security
measures could misappropriate proprietary information, customer information or consumer information, jeopardize
the confidential nature of information transmiited over the Internet or cause interruptions in our operations.
Concerns over the security of Internet transactions and the privacy of users could also inhibit the growth of the
Internet in general, particularly as a means of conducting commercial transactions. To the extent that our activities
or those of third-party contractors involve the storage and transmission of proprietary information such as personal
financial information, security breaches could expose us to a risk of financial loss, litigation and other liabilities. Our
current insurance program may protect us against some, but not all, of such losses. Any of these events could have a
material adverse effect on our business, results of operations and financial condition.

We depend on continued technological improvements in our systems and in the Internet overall. If we are unable
to handle an unexpectedly large increase in volume of consumers using our Web sites, we cannot assure our
consumers or dealers that purchase requests will be efficiently processed and our business may suffer.

If the Internet continues to experience significant growth in the number of users and the level of use, then the
Internet infrastructure may not be able to continue to support the demands placed on it by such potential growth,

An unexpectedly large increase in the volume or pace of traffic on our Web sites or the number of orders
placed by customers may require us to expand and further upgrade our technology, transaction-processing systems
and network infrastructure. We may not be able to accurately project the rate or timing of increases, if any, in the
use of our Web sites or expand and upgrade our systems and infrastructure to accommodate such increases. In
addition, we cannot assure that our dealers will efficiently process purchase requests,

Any of such failures regarding the Internet in general or our Web sites, technology systems and infrastructure
in particular, or with respect to our dealers, would have a material and adverse affect on our business, results of
operations and financial condition,

Misappropriation or infringement of our intellectual property and proprietary rights could impair our competitive
position. Enforcement actions to protect our intellectual property could materially and adversely affect our
business, results of operations and financial condition.

Our ability to compete depends upon our proprietary systems and technology. While we rely on trademark,
trade secret, patent and copyright law, confidentiality agreements and technical measures to protect our proprietary
rights, we believe that the technical and creative skills of our personnel, continued development of our proprietary
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systems and technology, brand name recognition and reliable Web site maintenance are more essential in
establishing and maintaining a leadership position and strengthening our brands. As part of our confidentiality
procedures, we generally enter into confidentiality agreements with our employees and consultants and limit access
to our trade secrets and technology. Despite our efforts to protect our proprietary rights, unauthorized parties may
attempt to copy aspects of our services or to obtain and use information that we regard as proprietary. Policing
unauthorized use of our proprietary rights is difficult. We cannot assure that the steps taken by us will prevent
misappropriation of technoelogy or that the agreements entered into for that purpose will be enforceable. Effective
trademark, service mark, patent, copyright and trade secret protection may not be available where our products and
services are made available online. In addition, litigation may be necessary to enforce or protect our intellectual
property rights or to defend against claims of infringement or invalidity. We recently filed a lawsuit against multiple
defendants to protect one of our patents, and are defendants in two other patent litigation matters, one of which is a
declaratory judgment action regarding one of our patents. Future litigation, even if successful, could result in
substantial costs and diversion of resources and management attention and could materially adversely affect our
business, results of operations and financial condition. Misappropriation of our intellectual property or potential
litigation could also have a material adverse effect on our business, results of operations and financiat condition.

We face risk of claims from third parties relating to intellectual property. In addition, we may incur liability for
retrieving and transmitting information over the Internet. Such claims and liabilities could harm our business.

As part of our business, we make Internet services and content available to our customers. This creates the
potential for claims to be made against us, ¢ither directly or through contractual indemnification provisions with
third parties. We are involved in one such matter which is described in “Item 3. Legal Proceedings” herein. We
could face liability for information retrieved from or transmitted over the Internet and liability for products sold over
the Internet. We could be exposed to liability with respect to third-party information that may be accessible through
our Web sites, links or car review services. Such claims might, for example, be made for defamation, negligence,
patent, copyright or trademark infringement, personal injury, breach of contract, unfair competition, false
advertising, invasion of privacy or other legal theories based on the nature, content or copying of these materials.
Such claims might assert, among other things that, by directly or indirectly providing links to Web sites operated by
third parties we should be liable for copyright or trademark infringement or other wrongfut actions by such third
parties through such Web sites. It is also possible that, if any third-party content provided on our Web sites contains
errors, consumers could make claims against us for losses incurred in reliance on such information. Any claims
could result in costly litigation, divert management’s attention and resources, cause delays in releasing new or
upgrading existing services or require us to enter into royalty or licensing agreements.

We also enter into agreements with other companies under which any revenue that results from the purchase
or use of services through direct links to or from our Web sites or on our Web sites is shared. Such arrangements
may expose us to additional legal risks and uncertainties, including disputes with such parties regarding revenue
sharing, local, state and federal government regulation and potential liabilities to consumers of these services, even
if we do not provide the services ourselves. We cannot assure that any indemnification provided to us in our
agreements with these parties, if available, will be adequate.

Even to the extent such claims do not result in liability to us, we could incur significant costs in investigating
and defending against such claims. The imposition upon us of potential liability for information carried on or
disseminated through our system could require us to implement measures to reduce our exposure to such liability,
which might require the expenditure of substantial resources or limit the attractiveness of our services to consumers,
dealers and others.

Litigation regarding intellectual property rights is common in the Internet and software industries. We expect
that Internet technologies and software products and services may be increasingly subject to third-party infringement
claims as the number of competitors in our industry segment grows and the functionality of products in different
mdustry segments overlaps. We are involved in patent litigation, both as plaintiff and defendant, which are described
in “Item 3. Legal Proceedings” herein. There can be no assurance that our services do not infringe on the intellectual
property rights of third parties.

From time to time, plaintiffs have brought these types of claims and sometimes successfully litigated them
against online services. Qur liability insurance may not cover all potential claims to which we are exposed and may
not be adequate to indemnify us for all liability that may be imposed. Any imposition of liability that is not covered
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by insurance or is in excess of our insurance coverage could have a material adverse effect on our business, results
of operations and financial condition.

We could be adversely affected by litigation. If we were subject to a significant adverse litigation outcome, our
Sfinancial condition could be materially adversely affected.

We are a defendant in certain proceedings or are involved in legal matters which are described in “Item 3.
Legal Proceedings” herein.

From time to time, we are involved in other litigation or other legal matters arising from the normal course of
our business activities. The actions filed against us and other litigation or legal matters, even if not meritorious,
could result in substantial costs and diversion of resources and management attention and an adverse outcome in
litigation could materially adversely affect our business, results of operations and financial condition.

We are uncertain of our ability to obtain additional financing for our future capital needs. If we are unable to
obtain additional financing we may not be able to continue to operate our business.

We currently anticipate that our cash and cash equivalents and short-term investments will be sufficient to
meet our anticipated needs for working capital and other cash requirements at least for the next 12 months. We may
need to raise additional funds sooner, however, in order to develop new or enhance existing services or products or
to respond to competitive pressures. There can be no assurance that additional financing will be available on terms
favorable to us, or at all. If adequate funds are not available or are not available on acceptable terms, our ability to
develop or enhance services or products or respond to competitive pressures would be significantly limited. In
addition, our ability to continue to operate our business may also be materially adversely affected in the event
additional financing is not available when required. Such limitation could have a material adverse effect on our
business, results of operations, financial condition and prospects.

Our certificate of incorporation and bylaws, stockholder rights plan and Delaware law contain provisions that
could discourage a third party from acquiring us or limit the price third parties are willing to pay for our stock.

Provisions of our amended and restated certificate of incorporation and bylaws relating to our corporate
governance and provisions in our stockholder rights plan could make it difficult for a third party to acquire us, and
could discourage a third party from attempting to acquire control of us. These provisions allow us to issue preferred
stock with rights senior to those of the common stock without any further vote or action by the stockholders. These
provisions provide that the board of directors is divided into three classes, which may have the effect of delaying or
preventing changes in control or change in our management because less than a majority of the board of directors
are up for election at each annual meeting. [n addition, these provisions impose various procedural and other
requirements which could make it more difficult for stockholders to effect corporate actions such as a merger, asset
sale or other change of control of us. Under the stockholder rights plan, if a person or group acquires 15% or more
of our common stock, all rights holders, except the acquirer, will be entitled to acquire at the then exercise price of a
right that number of shares of our common stock which, at the time, has a market value of two times the exercise
price of the right. In addition, under certain circumstances, all right holders, other than the acquirer, will be entitled
10 receive at the then exercise price of a right that number of shares of common stock of the acquiring company
which, at the time, has a market value of two times the exercise price of the right. The initial exercise price of a right
is $65. Such charter and rights provisions could limit the price that certain investors might be willing to pay in the
future for shares of our common stock and may have the effect of delaying or preventing a change in control. The
issuance of preferred stock also could decrease the amount of earnings and assets available for distribution to the
holders of common stock or could adversely affect the rights and powers, including voting rights, of the holders of
the commmon stock.

We are also subject to the anti-takeover provisions of Section 203 of the Delaware General Corporation Law.
In general, the statute prohibits a publicly held Delaware corporation from engaging in a “business combination”
with an “interested stockholder” for a period of three years after the date of the transaction in which the person
becarne an interested stockholder, unless the business combination is approved in a prescribed manner. For purposes
of Section 203, a “business combination” includes a merger, asset sale or other transaction resulting in a financial
benefit to the interested stockholder, and an “interested stockholder” is a person who, together with affiliates and
associates, owns or did own 15% or more of the corporation’s voting stock. ’
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

Our headquarters are located in a single office complex in Irvine, California. We lease a total of approximately
60,000 square feet. The lease expires in September 2010. Car.com is located in a single suite in an office building in
Troy, Michigan and occupies approximately 4,700 square feet. The lease expires in January 201 1. CarTV is located
in an industrial building in Santa Ana, California and occupies approximately 3,600 square feet. The lease expires in
February 2009.

We believe that our existing facilities are adequate to meet our needs and that existing needs and future
growth can be accommodated by leasing alternative or additional space.

Item 3. Legal Proceedings

In August 2001, a purported class action lawsuit was filed in the United States District Court for the Southern
District of New York against Autobytel and certain of the Company’s current and former directors and officers (the
“Autobytel Individual Defendants”) and underwriters involved in the Company’s initial public offering. A
Consolidated Amended Complaint, which is now the operative complaint, was filed on April 19, 2002. This action
purports to allege violations of the Securities Act of 1933 and the Securities Exchange Act of 1934, Plaintiffs allege
that the underwriter defendants agreed to allocate stock in the Company’s initial public offering to certain investors
in exchange for excessive and undisclosed commissions and agreements by those investors to make additional
purchases of stock in the aftermarket at pre-determined prices. Plaintiffs allege that the prospectus for the
Company’s initial public offering was false and misleading in violation of the securities laws because it did not
disclose these arrangements, The action seeks damages in an unspecified amount. The action is being coordinated
with approximately 300 other nearly identical actions filed against other companies. On October 9, 2002, the District
Court dismissed the Autobytel Individual Defendants from the case without prejudice, On February 19, 2003, the
District Court denied the Company’s motion to dismiss the complaint. On December 5, 2006, the Second Circuit
vacated a decision by the District Court granting class certification in six of the coordinated cases, which are
intended to serve as test, or “focus” cases. The plaintiffs selected these six cases, which do not include the Company.,
On April 6, 2007, the Second Circuit denied the petition for rehearing filed by the plaintiffs, but noted that the
plaintiffs could ask the District Court to certify more narrow classes than those that were rejected.

Prior to the Second Circuit’s December 5, 2006 ruling, the majority of issuers, including the Company, and
their insurers had submitted a settlement agreement to the District Court for approval. In light of the Second Circuit
opinion, the parties agreed that the settlement could not be approved. On September 25, 2007, the District Court
approved a stipulation filed by the plaintiffs and the issuers which terminated the proposed settlement. On
August 14, 2007, the plaintiffs filed amended complaints in the six focus cases. The amended complaints include a
number of changes, such as changes to the definition of the purported class of investors, and the elimination of the
individual defendants as defendants. The six focus case issuers and the underwriters named as defendants in the
focus cases filed motions to dismiss the amended complaints against them on November 14, 2007. On
September 27, 2007, the plaintiffs filed a motion for class certification in the six focus cases. On December 21,
2007, the issuers and the underwriters filed papers opposing plaintiffs’ class certification motion and plaintiffs filed
an opposition to defendants’ motions to dismiss. On January 28, 2008, the issuers and the underwriters filed reply
briefs in further support of their motions to dismiss the amended complaints. Due to the inherent uncertainties of
litigation, the Company cannot accurately predict the ultimate outcome of the matter. The Company cannot predict
whether it will be able to renegotiate a settlement that complies with the Second Circuit’s mandate. If the Company
is found liable, the Company is unable to estimate or predict the potential damages that might be awarded, whether
such damages would be greater than its insurance coverage, or whether such damages would have a material impact
on its results of operations, financial condition or cash flows in any future period.

Between April and September 2001, eight separate purported class actions virtually identical to the one filed
against Autobytel were filed against Autoweb.com, Inc. (“Autoweb”), certain of Autoweb’s former directors and
officers (the “Autoweb Individual Defendants”) and underwriters involved in Autoweb’s initial public offering. A
Consolidated Amended Complaint, which is now the operative complaint, was filed on April 19, 2002. It purports to
allege violations of the Securities Act of 1933 and the Securities Exchange Act of 1934. Plaintiffs allege that the
underwriter defendanis agreed to allocate stock in Autoweb’s initial public offering to certain investors in exchange
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for excessive and undisclosed commissions and agreements by those investors to make additional purchases of stock
in the aftermarket at pre-determined prices. Plaintiffs allege that the prospectus for Autoweb’s initial public offering
was false and misleading in violation of the securities laws because it did not disclose these arrangements. The
action seeks damages in an unspecified amount. The action is being coordinated with approximately 300 other
nearly identical actions filed against other companies. On October 9, 2002, the District Court dismissed the Autoweb
Individual Defendants from the case without prejudice. On February 19, 2003, the District Court dismissed
Autoweb’s motion to dismiss the complaint. On December 5, 2006, the Second Circuit vacated a decision by the
District Court granting class certification in six of the coordinated cases, which are intended to serve as test, or
“focus” cases. The plaintiffs selected these six cases, which do not include Autoweb. On April 6, 2007, the Second
Circuit denied a petition for rehearing filed by the plaintiffs, but noted that the plaintiffs could ask the District Court
to certify more narrow classes than those that were rejected.

Prior to the Second Circuit’s December 5, 2006 ruling, the majority of issuers, including Autoweb, and their
insurers had submitted a settlement agreement to the District Court for approval. In light of the Second Circuit
opinion, the parties agreed that the settlement could not be approved. On September 25, 2007, the District Court
approved a stipulation filed by the plaintiffs and the issuers which terminated the proposed settlement. On
August 14, 2007, the plaintiffs filed amended complaints in the six focus cases. The amended complaints include a
number of changes, such as changes to the definition of the purported class of investors, and the elimination of the
individual defendants as defendants. The six focus case issuers and the underwriters named as defendants in the
focus cases filed motions to dismiss the amended complaints against them on November 14, 2007. On
September 27, 2007, the plaintiffs filed a motion for class certification in the six focus cases. On December 21,
2007, the issuers and the underwriters filed papers opposing plaintiffs’ class certification motion and plaintiffs filed
an opposition to defendants’ motions to dismiss. On January 28, 2008, the issuers and the underwriters filed reply
briefs in further support of their motions to dismiss the amended complaints. Due to the inherent uncertainties of
litigation, the Company cannot accurately predict the ultimate outcome of the matter. The Company cannot predict
whether Autoweb will be able to renegotiate a settlement that complies with the Second Circuit’s mandate. If
Autoweb is found liable, the Company is unable to estimate or predict the potential damages that might be awarded,
whether such damages would be greater than Autoweb’s insurance coverage, or whether such damages would have a
material impact on the Company’s results of operations, financial condition or cash flows in any future period.

We reviewed the above class action matters and do not believe that it is probable that a loss contingency has
occurred; therefore, we have not recorded a liability against these claims as of Decernber 31, 2007.

On October 21, 2005, Autobytel received a complaint as well as a demand for arbitration/statement of claim
filed by certain former shareholders of Stoneage Corporation (“Stoneage”). The complaint was filed in the Central
District of California and names us as well as certain current and former officers and directors as defendants. The
demand for arbitration was filed with the American Arbitration Association and names the same group of
defendants. The allegations and claims in both of these matters are virtually identical and stem from the acquisition
of Stoneage by us on April 15, 2004. Both the complaint and demand for arbitration contain causes of action for:
breach of the acquisition agreement, breach of the registration rights agreement, violations of California
Corporations Code Sections 25401 and 25501, violations of California Corporations Code Sections 25400 and
25500, fraud, negligent misrepresentation, fraudulent concealment, and violations of Sections 10(b) and 20(a) of the
Securities Exchange Act of 1934 and Rule 10b-5 promulgated thereunder. The demand for arbitration also contains
a cause of action for violation of Section 17(a) of the Securities Act of 1933. The complaint and demand for
arbitration seek unspecified damages and attoreys’ fees and costs, as well as rescission and punitive awards. The
defendants have not responded to either the complaint or demand for arbitration. On November 29, 2005, the parties
requested that the arbitration be stayed, and on February 8, 2006, the plaintiffs dismissed the complaint without
prejudice. On May 2, 2007, the parties tentatively agreed to a settlement in principle, and a settlement agrecment
was negotiated and fully executed in September 2007. We recorded a liability of $1.0 million against this claim as of
March 31, 2007. Payments in accordance with the settlement agreement were made by us and our insurer in
October 2007.

In August 2007, AVV received a letter from a customer claiming indemnification regarding an action brought
against such customer for alleged patent infringement. The customer later made a similar claim against Autobytel.
We are in discussions with such customer regarding such claim. We cannot currently predict the outcome of this
matter, which, depending on the outcome, may have a material impact on our results of operations, financial
condition or cash flows.
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On November 30, 2007, we filed a lawsuit in the United States District Court for the Eastern District of Texas
against Insweb Corporation, Leadpoint, Inc., Internet Brands, Inc. and Auto Internet Marketing, Inc. In the lawsuit,
we asserted infringement of U.S. Patent No. 6,282,517, entitled “Real Time Communication of Purchase Requests,”
against such parties, and sought damages and a permanent injunction. We cannot assure that the patent will be
enforceable or that the above action will be successful.

On March 11, 2008, Insweb Corporation filed a lawsuit in the United States District Court for
the Southern District of California against us, one of our subsidiaries and Dominion Enterprises, the purchaser of the
AVYV business. In the lawsuit, Insweb asserted infringement of U.S. Patent No. 6,898,597, entitled “Event Log”, by
marketing and selling the WebControl product of the AVV business and is seeking damages and a permanent
injunction. We intend to vigorously defend the lawsuit. Dominion has asserted an indemnity claim under the
purchase agreement relating to the sale of the AVV business. We are obligated to indemnify Dominion for this claim
subject to and in accordance with the terms of the purchase agreement. We cannot currently predict the outcome of
this matter, which, depending on the outcome, may have a material impact on our results of operations, financial
condition or cash flows.

On March 13, 2008, Edmunds Holding Company et. al filed a lawsuit in the United States District Court for
the District of Delaware against us. In the lawsuit, Edmunds is seeking a declaration that its business activities, some
of which include generating automotive leads, do not infringe our U.S. Patent No. 6,282,517, entitled “Real Time
Communication of Purchase Requests” and that such patent is invalid. We intend to vigorously defend the
lawsuit. We cannot currently predict the outcome of this matter, which, depending on the outcome, may have a
material impact on our results of operations, financial condition or cash flows,

From time to time, we are involved in other litigation matters arising from the normal course of our business
"activities. The actions filed against us and other litigation, even if not meritorious, could result in substantial costs
and diversion of resources and management attention, and an adverse outcome in litigation could materially
adversely affect our business, results of operations, financial condition and cash flows.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of security holders during the fourth quarter of 2007,
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PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Our common stock, par value $0.001 per share, has been quoted on The NASDAQ Global Market or its
predecessor since March 26, 1999, and currently trades under the symbol “ABTL”. Prior to such time, there was no
public market for our common stock. The following table sets forth, for the calendar quarters indicated, the range of
high and low sales prices of our common stock as reported on The NASDAQ Global Market.

Year

High Low
2006
FArSE QUATEET 1e.vvevrivierere e eee e seesssene e n e e nen raeansrasasansreness e $ 516 §54.01
SeCONd QUALTET ... ceerecrernre e s e e reessese st s s bbb r s b b e R e e $ 483 §$281
THIrd QUATIET ... ieitcecerteterereseses e e e nene e sesesese s esem e s ec e s s e e oo bbb bbbt aes $ 348 §$255
FOUMI QUATET 1.v oot re et b e e e tsaeas $ 374 §283
2007 '
FAPSE QUATLET ....ccivivriiirnie v rrnene e e se e ed s s s bbb bbbt is $ 421 $2.87
SECONA QUATTET «..cecvvivirrrcrcrrecritrr et $ 464 $3.18
THIFA QUAKTEE ..t eererrere sttt er et et sar s bbb s a5 0000 $ 448 3248
FOUFth QUATTET .......ooviiieieercte v e s s s s s e e se e caeeseabs s ss s bbb nbnre e $ 345 $2.10

As of February 29, 2008, there were 475 holders of record of our common stock. We have never declared or
paid any cash dividends on our common stock. We intend to retain all of our future earnings, if any, for use in our
business, and therefore we do not expect to pay any cash dividends on our common stock in the foreseeable future.

Performance Graph

The foltowing graph shows a comparison of cumulative total stockholder returns for our common stock, the
NASDAQ Composite, the Russell 2000 Index and the Russell 3000 Index. In 2003, our common stock was included
for the first time in the Russell 3000 Index. The graph assumes the investment of $100 on December 31, 2002. The
data regarding us assumes an investment at the closing price of $2.80 per share of our common stock on
December 31, 2002. The performance shown is not necessarily indicative of future performance.

$50 -
w0 .
1202 12/09 12/04 1208 1208 1207
—F—— Autobytel inc. — —fy — MNASDAQ Composite = « =3 - - - Russall 2000 —3¢—— Russel) 3000
Cumulative Total Return
12/02 12/03 12/04 12/05 12/06 12/07

Autobytel ..o $ 10000 $ 32536 $ 21571 §$ 17643 § 12500 $§ 9821
NASDAQ Composite........coovniiniercrenae 100.00 149.75 164.64 168.60 187.83 205.22
Russell 2000.......ccccciivivniiiincnrree e, 100.00 147.25 174.24 182.18 215.64 212.26
Russell 3000.........cccoiiiiirinin s 100.00 131.06 146.71 155.69 180.16 189.42
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Item 6. Selected Consolidated Financial Data

The following selected consolidated financial data shouid be read in conjunction with our consolidated
financial statements and refated notes and “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations” appearing elsewhere in this Annua! Report on Form 10-K. Qur consolidated financial
statements and related notes and “Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations™ provide detailed information regarding discontinued operations, and other charges which
have impacted our results of operations and financial condition and affect the comparability of the financial data
provided below. The Statement of Operations Data for the years ended December 31, 2007, 2006, 2005, 2004 and
2003 and the Balance Sheet Data as of December 31, 2007, 2006, 2005, 2004 and 2003 are derived from our audited
consolidated financial statements. In the Statements of Operations Data, the revenues and expenses of our AIC
operations and the RPM and AVV businesses have been aggregated as discontinued operations and stated separately
from the respective captions of continuing operations for all periods presented. Expenses included in discontinued
operations represent direct costs of our AIC operations and the RPM and AVV businesses that will be eliminated
from future operations as a result of the sale of these businesses. The Balance Sheet Data for 2007 excludes the
assets and liabilities of our AIC operations and the RPM business which were sold in 2007 and our AVV business
which was classified as held for sale at December 31, 2007. The Balance Sheet Data for 2006 excludes the assets
and liabilities of our AIC operations which were classified as held for sale at December 31, 2006. Certain
reclassifications have been made to prior years’ information to conform to the current year presentation. These
reclassifications primarily relate to the discontinued operations of the RPM and AVYV businesses and the
reclassification of licensing fees from revenue to other income.

Years Ended December 31,
2007 2006 2005 2004 2003
{Amounts in thousands, except per share data)

Statements of Operations Data:

REVENUES......ccoetivrerrieenerieeie e eee v erenrrens B 84,385 § 85,102 § 97,002 $ 99336 § 77,089
Costs and expenses:
Cost Of FEVENUES . oeee v 52,448 47,653 45,271 45,351 36,507
Sales and marketing .........ocoeeeovineciencnnennns 21,474 20,128 19,880 18,242 14,168
Technology sUppoTt.......coceeeiiereieececrenae 18,119 17,476 16,274 13,214 7,936
General and administrative...........ccocvmrvinne 27,065 38,416 29,329 17,852 9,526
Amortization of acquired intangible assets.... 464 1,209 1,308 924 62
Patent litigation settlement .........o.ooviivnivnene {12,000) — — — —
Domestic restructuring and other
charges, net ... — —_ — — {(27)
Total costs and expenses.........co.v..... 107,570 124 882 112,062 95,583 68,172
Operating (1055) INCOME ...cccoevvrrvvvirenrrinnnas (23,185) (39,780) (15,060) 3,753 8917

Interest and other income, net 5,906 2,367 3,821 1,339 1,378
Foreign currency exchange 108S.....coovieveevncnnennns (7) — — — —
{Loss) income from continuing operations
before income taxes and
MINOLILY IMETESES .ooovreteeccrerrsrsrns v rerenee (17,286) (37.413) (11,239 5,092 10,295
Benefit (Provision) for income taxes — 107 7 (17 (7
MINOTILY IETEST cevvvorereeeeeeeeeeeeeeeeeereeressseeness s reneene — @21 (249) (124) —
(Loss) income from continuing operations.... (17,286) (37,327 (11,451) 4,851 10,288
Income (loss) from discontinued operations ............ 11,931 5,859 5,193 986 (3,961)
Net (1085) INCOME -.eovvvvreeerenieeesreres s 3 (5355 $ (31,468) % (6,258) § 5837 § 6327
Basic {loss) income per share from
CONHNUINE OPETALIONS ...ovviiceie it $ (040) § {0.88) $ ©027) § 0.12 § 0.30
Diluted (loss) income per share from
CONLINUINE OPETALONS 1ovvrrrerrisecriineissessninees 3 (0.40) § (0.88) $ 0.27) § 0.12 3% 0.27
Basic net (loss) income per share........cccocecvcceeeeeen. $ 0.12) $ (0.74) 8 (0.15} 3§ 0.14 % 0.18
Diluted net (loss) income per share...........ccovinvenane. $ (0.12) § (0.79) $ {0.15) § 013 3% 0.17
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As of December 31,
2007 2006 2005 2004 2003
{ in thousands)

Balance Sheet Data:

Cash and cash equivalents............ccooce. 3 27601 § 22,743 § 33,353 % 24287 % 45,643
Restricted cash........... et e ee i 360 241 9,053 —
Short-term investments.....oeeeeeeeceeunene. 686 3,000 12,000 16,500 9,991
Working capital (1).....cccorvvvinniinnan 26,448 25,066 43,426 49,983 53,782
Long-term investments ..o —_— — 3,000 12,000 6,000
Total assets (2}.....ovvverervrarererevnrereecenns 104,996 124,694 147,328 160,717 98,509
Non-current liabilities........ccccccvevenrnennne 436 195 152 8 178
Accumulated deficit.........cocoeeveicienene (191,442) (186,087) (154,619) (148,361) (154,198)
Stockholders” equity .......coceeveeiiiinnens $ 106252 % 103 %18 § 128347 § 136,007 $ 84,004

(1) Excludes net assets and (liabilitics) held for sale of approximately $17.0 million and ($.4) million as of
December 31, 2007 and 2006, respectively.

(2) Excludes assets held for sale of approximately $17.2 million and $2 thousand as of December 31, 2007 and
2006, respectively. ‘

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion of our results of operations and financial condition in
conjunction with our consolidated financial statements and related notes included elsewhere in this Annual Report
on Form 10-K. This discussion contains forward-looking statements based on current expectations that involve risks
and uncertainties. Actual results and the timing of certain events may differ significantly from those projected in
such forward-looking statements due to a number of factors, including those discussed in Part I “Item 1A, Risk
Factors™ in this Annual Report on Form 10-K.

Company Overview

We are an automotive media and marketing services company focused on helping dealers sell cars and
services, and manufacturers build brands through efficient marketing and advertising primarily through the Internet.
We own and operate automouve Web sites, including MyRide.com™, Autobytel.com , Autoweb. com', Car.com',
CarSmart.com’, AutoSite.com” and CarTV. (:()m'b We are among the largest automotlve shopping contcnt networks
and reach mlllmns of Internet visitors as they shop for vehicles and make their vehicle buying decisions.

Executive Summary

In 2006, we began to implement a series of strategic initiatives, including programs to transition our business
toward a more media-centric advertising-driven business model, increasing the focus on providing best-of-class
marketing and media services for our dealer and manufacturer customers, and better capturing integration
opportunities between our businesses. In October 2007, we officially launched MyRide.com, the first fully-
integrated automotive vertical search web experience, which is designed to provide consumers with a single
comprehensive gateway to broad and relevant automotive information available on the Internet and oriented toward
the entire consumer autometive lifecycle—from finding and purchasing a new or used vehicle, enhancing a vehicle
with parts and accessories, finding local vehicle services, and accessing extensive multimedia and user-generated
automotive content. We believe MyRide.com is one of the Internet’s most comprehensive used vehicle Web sites,
utilizing search-based technology to incorporate listings of millions of vehicles.

As part of the implementation of our strategic initiatives, we disposed of non-core operations and businesses.
In January 2007, we sold certain assets and liabilities of the AIC operations to R. L. Polk & Co for $3.0 million. In
June 2007, we sold substantially all the assets and certain liabilities of the RPM business to Call Command, Inc.
pursuant to a Stock Purchase Agreement for an aggregate purchase price of $7.6 million, subject to a working
capital adjustment. In January 2008, we sold substantially al} the assets and certain liabilities of AVV to Dominion
Enterprises for $23.8 million, subject to a working capital adjustment. In connection with the sale of our AIC
operations and RPM business, we recognized an aggregate gain on sale of approximately $6.3 million in our
Consolidated Statement of Operations for the year ended December 31, 2007,
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In December 2005, we received $3.9 million as part of an agreement to dissolve Autobytel. Europe and
recognized a foreign currency exchange gain of $1.5 million. The dissolution of Autobytel. Europe was completed in
February 2007 and we received an additional $0.2 million in connection therewith.

In October 2007, we sold our 9.41% investment in Autobytel Japan to SBI Holdings Inc. for approximately
$4.0 million in cash. In connection with the sale, we entered into the 2~ Amended and Restated License Agreement
with Autobytel Japan pursuant to which we will provide it a perpetual, royalty-free, non-exclusive, non-transferable
license for certain intellectual property. We do not have any continuing performance obligations under the
license agreement.

In 2004, we filed a lawsuit in the United States District Court for the Eastern District of Texas against Dealix
Corporation, a wholly-owned subsidiary of The Cobalt Group. In that lawsuit, we asserted infringement of U.S.
Patent No. 6,282,517, entitled “Real Time Communication of Purchase Requests,” against Dealix. In December
2006, we entered into a settlernent agreement (the “Settlement Agreement”) with Dealix relating to the lawsuit. With
court approval on March 25, 2007, the lawsuit against Dealix was dismissed. The Settlement Agreement provides
that Dealix will pay us a total of $20.0 million in settlement payments for a mutual release of claims and a non-
exclusive license from us to Dealix and The Cobalt Group of certain of our patent and patent applications. On
March 13, 2007, we received the initial $12.0 million settlement payment with the remainder to be paid out in
installments of approximately $2.7 million on the next three annual anniversary dates of the initial payment. We
received the first annual installment of approximately $2.7 million in March 2008. The remaining payments are
guaranteed by WP Equity Partners, Inc., a Warburg Pincus affiliate. We have been unable to assess with reasonable
assurance the collectability of the remaining payments under the Settlement Agreement as we do not have financial
information to support the credit worthiness of the debtor or guarantor. Therefore, we do not have reasonable
assurance that we will receive any remaining payments on their respective due dates or at all. See Note 13 of the
“Notes to Consolidated Financial Statements” in Part TV “Item 15. Exhibits and Financial Statement Schedules” of
this Annual Report on Form 10-K.

On January 1, 2006, we adopted the provisions of Statement of Financial Accounting Standards (“SFAS™)
No. 123(R) using the medified prospective application method. Under this transition method, share-based
compensation cost from continuing operations of $4.6 million and $5.1 million was recognized in 2007 and 2006,
respectively, which includes the applicable amounts of: (a) compensation cost of all share-based payments granted
prior to, but not yet vested as of December 31, 2005 (based on the grant-date fair value estimated in accordance with
the original provisions of SFAS No. 123 and previously presented in the pro forma footnote disclosures), and
{b) compensation cost for all share-based payments granted subsequent to December 31, 2005 (based on the grant-
date fair value estimated in accordance with the new provisions of SFAS No. 123(R)). See Note 2. of the “Notes to
Consolidated Financial Statements” in Part IV “Item 15. Exhibits and Financial Statement Schedules” of this Annual
Report en Form 10-K.

In the fourth quarter of 2007, as part of our strategic initiatives, we implemented a workforce reduction of
approximately 14% of our workforce. The affected employees were mostly in the areas of accounting and finance,
information technology, and other general and administrative related areas. The reduction was effected in order to
reduce our overall cost structure and generate operational efficiencies across our product lines. The reduction in
workforce will continue into the first quarter of 2008. We expect that the charges associated with the reduction in
workforce will range between $0.9 million and $1.0 million, $0.9 million of which was incurred in the fourth quarter
of 2007 with the remainder to be incurred in the first quarter of 2008, The charges consist mainly of severance costs
and other benefits.

Our results of operations have been affected in 2007 by various factors, including, but not limited to,
the following:

. General economic and market conditions in the automotive industry;

s The effects of competition (e.g., the availability and pricing of competing services and products and the
resulting effects on sales and pricing of our services and products);

. Variability in the volume of purchase requests delivered to our retail and enterprise dealers;

. Variations in spending by automotive manufacturers on our advertising services;

. Variations in the number of users visiting our Web sites;
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. The implementation of certain strategic initiatives, including those described above;

. The recognition of deferred revenue related to a multiple-element arrangement upon delivery of all
services in 2007;

. The recognition of a gain on the amendment of a license agreement for certain of our intellectual
property with a Japanese licensee and the sale of all our ownership interest in such licensee;

. The recognition of a gain related to the settlement of a lawsuit for patent infringement against
Dealix Corporation;

. Costs associated with the settiement of the Stoneage matter;

. Costs associated with relocating certain employees to our corporate office; and

. Costs associated with the separation of certain employees and the realignment and reduction of
our workforce.

In the future, our results of operations may continue to be affected by various factors, including, but not
limited to, some of these mentioned above. ‘

How we generate revenues

Lead fees consist of purchase request fees for new and used cars and finance request fees, which in the
aggregate made up 80% of our revenues in 2007 and 2005 and 79% of our revenues in 2006. We derive the balance
of our revenues from advertising and other services.

Fees for purchase requests are paid by retail dealers, enterprise dealers and automotive manufacturers or their
automotive buying service affiliates who participate in our online car buying referral networks. Enterprise dealers -
consist of (i) dealers that are part of major dealer groups with more than 25 dealerships with whom we have a single
agreement and (ii) dealers that are eligible to receive purchase requests from us as part of a single agreement with an
automotive manufacturer or its automotive buying service affiliate. Major dealer groups include AutoNation and
automotive manufacturers include General Motors and Ford. Fees paid by customers participating in our car buying
referral networks are comprised of monthly subscription and/or transaction fees for consumer leads, or purchase
requests, which are directed to participating dealers. These monthly subscription and transaction fees are recognized
in the period service is provided. Ongoing fixed monthly subscription fees are based, among other things, on the size
of the territory, demographics and, indirectly, the transmittal of purchase requests to customers participating in our
car buying referral networks, Transaction fees are based on the number of purchase requests provided to retail and
enterprise dealers and automotive manufacturers each month.

Generally, our dealer contracts are terminable on 30 days’ notice by either party. From time to time, a major
dealer group or automotive manufacturer may significantly increase or decrease the number of purchase requests
accepted from us.

To enhance the quality of purchase requests, each purchase request is passed through our Quality Verification
System™ which uses filters and validation processes to identify consumers with valid purchase intent before
delivering the purchase request to our retail and enterprise dealers. We believe the implementation of these quality
enhancing processes allows us to deliver high quality purchase requests to our retail and enterprise dealers. High
quality purchase requests are those that result in high closing ratios. Closing ratio is the ratio of the number of
vehicles purchased at a dealer generated from purchase requests to the total number of purchase requests sent to
that dealer.

During 2007, we broadly applied our new proprietary technology that allows multiple lead placements to
leverage our dealer base. Historically, our main sources of automotive leads have been third party Internet consumer
request providers rather than our Web sites. Our strategic goal is to generate more automotive leads through our ‘
newly launched MyRide.com Web site.

We delivered approximately 3.0 million purchase requests through our online systems to retail and enterprise
dealers in each of 2007 and 2006, Of these, approximately 1.8 million and 1.9 million were delivered to retail
dealers in 2007 and 2006, respectively, and approximately 1.2 million and 1.1 million were delivered to enterprise
dealers in 2007 and 2006, respectively. This change in mix of purchase requests, whereby the proportion of purchase
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requests delivered to enterprise dealers with lower average selling price have increased compared to the proportion
delivered to retail dealers, may continue in 2008,

Additionally, we delivered approximately 0.7 million and 0.8 million finance requests in 2007 and 2006,
respectively, to retail dealers, finance request intermediaries, and automotive finance companies.

Advertising revenues represent fees from automotive manufacturers and other advertisers who target car
shoppers during the research, consideration and decision making process on our Web sites, as well as through direct
marketing offerings. Using the targeted nature of Internet advertising, manufacturers can advertise their brands
effectively on any of our Web sites by targeting advertisements to consumers who are researching vehicles, thereby
increasing the likelihood of influencing their purchase decisions. Due to the poor quality of traffic provided by
certain traffic acquisition sources, the advertising performance across our network has been declining. This
generated increase in pressure from advertisers to reduce advertising rates and improve performance. As a result, we
made the decision to completely eliminate these low quality traffic sources. Since then, advertising performance has
improved substantially. While we have received positive feedback from our advertisers, our advertising rates and
total advertising page views have declined and may remain so in the short-term,

Other revenues include fees from internet sales training and other programs and services. To enhance our
retail dealers’ ability to sell cars using our programs, we developed and implemented various products and processes
that allow us to provide high quality dealer support. We contact all retail dealers new to our programs to confirm
their initiation in our programs and train their designated personnel on the use of our programs and products. We
also contact our retail dealers on a regular basis to identify retail dealers who are not using our programs effectively,
develop relationships with retail dealer principals and their personnel responsible for calling consumers and to
inform our retail dealers about their effectiveness using surveys compieted by purchase-intending consumers.

Our relationship with retail dealers may terminate for various reasons including;

. Termination by the dealer due to issues with purchase request volume, purchase request quality, fee
increases or lack of dedicated personnet to manage the program effectively,

. Termination by us due to the dealer providing poor customer service to consumers or for nonpayment of
fees to us by the dealer,

. Termination by us of dealers that cannot provide us with a reasonable profit,

. Elimination of the manufacturer brand, or

. Sale or termination of the dealer franchise.

Because our primary revenue source is from lead fees, our business model is different from many other
Internet commerce sites. The automobiles requested through our Web sites are sold by dealers; therefore, we derive
no direct revenues from the sale of a vehicle and have no procurement, carrying or shipping costs and no
inventory risk.

Trends in Qur Business

We pioneered the Internet automotive category by harnessing the power of the Web to connect car shoppers
with automotive retailers and manufacturers. Over the years, both the Intermet and the automotive category have
changed substantially. As more consumers spend more time online, advertisers are migrating large portions of their
budgets from declining media such as print, radio, and television to the Internet. This trend is expected to continue
for years to come, as a significant imbalance remains between media consumption and advertising expenditures
online. This is particularly true in the automotive category. Manufacturers, regional dealer associations and
individual retail dealers are all moving more advertising spending online. We believe there are significant unmet
consumer needs in this category that we can capitalize on with features on the MyRide.com Web site. However,
competitive offerings from the major portals (e.g., Yahoo!, MSN, AOL), transaction based sites (e.g., Ebay Motors,
Cars.com, Autotrader), automotive verticals {e.g., KBB, Edmunds) and lifestyle sites (e.g., HIN City) are abundant,
Additionally, low barriers allow for new competitive entries into the space.

Our traditional email lead referral business has matured. In addition, new car vehicle sales are expected to be
down in 2008, perhaps to their lowest levels in a decade. This is expected to put continued pressure on the
availability of consumer leads.
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Results of Continuing Operations

Basis of Presentation Our AIC operations and RPM and AVV businesses are presented in the consolidated
financial statements as discontinued operations. As discontinued operations, revenues and expenses of our AIC
operations and RPM and AVYV businesses have been aggregated and stated separately from the respective captions
in continuing operations in the Condensed Consolidated Statements of Operations. Expenses included in
discontinued operations are direct costs of our AIC operations and RPM and AVV businesses that will be eliminated
from future operations as a result of the sale of our AIC operations and RPM and AVV businesses. Assets and
liabilities that were included in the sale of our AIC operations have been aggregated and classified as held for sale
under current assets and current liabilities, respectively, in our Condensed Consolidated Balance Sheet as of
December 31, 2006. Similarly, assets and liabilities that were included in the sale of our AVV business have been
aggregated and classified as held for sale under current assets, long-term assets and current liabilities, respectively,
in our Condensed Consolidated Balance Sheet as of December 31, 2007.

All other references to operating results reflect our ongoing operations, exciuding our AIC operations, our
RPM and our AVV businesses.

The following table sets forth our results of continuing operations as a percentage of revenues:

Years Ended December 31,

2007 2006 2005
REVEIUES ..ot teteateartes et e e e b e e n e n e e ebs s aea1 100% 100% 100%
Costs and expenses:
COSE O FEVEIMUES ..o vveeeeeetevees e e strerarne e st eemeese e secasbsssasarar s sssarens 62 56 47
Sales and MArKetNg ..........ooevvvieimreeeres e vssesns s se e 25 24 20
Technology SUPPOTT....oco e 21 21 17
General and adminiStrative........cooeieevrerercese e 32 45 30
Amortization of acquired intangible assets ...........oociveeiiiiiniccie 1 1 |
Patent litigation settlement ..o e (14) — —
Total COSts AN EXPEMSES...verrereaerrcercrcree et 127 147 115
OPerating l08S. ..o e en (27) 47 (15)
Interest and Other INCOME ... ... vevvrireeee e csste e st rne s st ee 7 3 4
Loss from continuing operations before income taxes and
ININOTILY TNEETES....ucvuveruriarsrenercresrmrecseereaeseesbsisesesse s sissbss s (20) (44) (1)
Provision fOr iNCOME tAKES.......ccvvrrirvesrererrmesreecsossaeserrsmeemisisssberesnessssesnsssnnes — — —
MINOTILY IMEEIESE .....ovitieiriiseeest e eere e ererrerenrsins s s ba et s s annnnen — — —
Loss from CONtinuing OPErations .......coeeveeeeereesesresrnsnvsrersressssssssseseeseesesisinas 20) (44) (1)
Income from discontinued OpPerations........co.ecerreieermrmirenirsisesersessreesseesenns 14 7 5
INEE LSS oot s er e s s eemeaendons (6)% (37N% (6)%

Revenues from continuing operations by groups of similar services are as follows:

Years Ended December 31, -
2007 2006 2005

{io thousands)

Revenues:
LA @S .o eieeeeeeeeresess e saeenssemeereeseseessesanesebesatesntnsssnnnesnnenseansenasasas $ 67386 § 67496 § 77,513
AVELTISINR oottt en s a e ars 16,885 17,505 19,207
18 111 = OO TS  US R OPROT 114 101 282

TOAl FEVEIUES ..vevveveeereerecerseeeeeeseeeeeeeseeessssssesssssssssssssnenneneee 3 84,385 8 85,102 3 97,002
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2007 Compared to 2006

Total Revenues. Our total revenues from continuing operations decreased by $0.7 million, or 1%, to $84.4
million in 2007 compared to $85.1 million in 2006.

Lead Fees. Lead fees decreased by $0.1 million to $67.4 million in 2007 compared to $67.5 million in 2006.
Our lead fees are influenced by numerous factors, including but not limited to, purchase request volume, mix
between purchase requests delivered to retail dealers and enterprise dealers, pricing and general market conditions.
The decrease was primarily due to a change in the mix of purchase requests delivered, with an increase of
approximately 9% in the proportion of purchase requests delivered to enterprise dealers that generally have a lower
average sales price per purchase request. This decline was partially offset by deferred revenue of $1.4 million that
was recognized under a multiple-element arrangement upon delivery of all services in 2007 and an increase of
approximately 12% in the average sales price per finance request delivered.

Advertising. Advertising revenue decreased by $0.6 miilion or 4%, to $16.9 million in 2007 compared to
$17.5 million in 2006. The decrease was primarily due to a reduction in total advertising page views resulting from
our recently implemented initiative to eliminate lower quality traffic sources and a decline in spending by
automotive manufacturers in our direct marketing program, partialty offset by higher display advertising rates on our
web site properties.

Other Revenue. Other revenue remained flat in 2007 compared to 2006.
Costs and expenses from continuing operations were as follows:

Years Ended December 31,
2007 2006 2005
(in thonsands)

Costs and expenses:

COSt OF TEVEIMUES ...veivvcviiieceire ettt se et n s sn e $ 52448 $ 47653 § 457271
Sales and Marketing ... 21,474 20,128 19,880
TeChnOlOZY SUPPOIL ...ovvnvveeiercrerevarrsrererereesesesrarer s renssesrenssassesensesas 18,119 17,476 16,274
General and adminiStrative ........oceoeocieoeiesie s s sreomssis 27,065 38,416 29,329
Amortization of acquired intangible assets..........cccocvvvvviriinennen, 464 1,209 1,308
Patent litigation settlement.........c.coovviinnnieeeeecc e : (12,000) — —
Total costs and EXPENSES ........civvvrreiririsisssisrsseesssnsssrsseessssns - $ 107,570 % 124882 % 112,062

Cost of Revenues. Cost of revenues consists of lead and traffic acquisition cests and other cost of revenues.
Lead and traffic acquisition costs consist of payments made to our Internet consumer request providers, including
Internet portals and online automotive information providers, Other cost of revenues consists of fees paid to third
parties for data and content included on our properties, connectivity costs, technology license fees, development and
maintenance costs related to MyRide.com Web site, server equipment depreciation and technology amortization and
compensation related expense.

Cost of revenues increased by $4.8 million or 10% to $52.5 million in 2007 compared to $47.7 million in
2006. This represents 62% and 56% of total revenues from continuing operations for 2007 and 2006, respectively.
The increase was primarily due to a $2.2 million increase in lead and traffic acquisition costs, $1.6 million in
maintenance, depreciation and amortization of computer equipment and software, a $0.7 million increase in data and
content and hosting services fees and a $0.3 million increase in personnel related expenses.

The increase in lead and traffic acquisition costs was primarily due to an increase in the number of purchase
requests acquired from our internet consumer request providers, partially offset by a decrease in the average price
per purchase requests acquired and a decline in spending with third parties who direct search queries to our Web
sites. The increase in maintenance, depreciation and amortization of computer equipment and software was
primarily related to the equipment and software associated with the full launch of MyRide.com. The increase in data
and content and hosting services fees resulted from short-term increase in costs to migrate to a new data center in
order to accommodate increased capacity requirements in connection with the launch of MyRide.com. The increase
in personnel cost is primarily related to increased headcount.
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Sales and Marketing. Sales and marketing expense includes costs for developing our brand equity and
personnel and other costs associated with dealer sales, Web site advertising sales, and dealer training and support.
Sales and marketing expense increased by $1.4 million or 7% to $21.5 million in 2007 compared to $20.1 million in
2006. This represents 25% and 24% of total revenues from continuing operations for 2007 and 2006, respectively.
The increase in sales and marketing expense was primarily due to a $0.4 million increase in advertising and
promotional expenses, a $0.5 million increase in moving and relocation costs, and $0.3 million increase in research
and professional fees and a $0.2 million increase in various other costs. The increases in advertising, research and
professional fees were associated with the full launch of MyRide.com. The increase in moving and relocation costs
is primarily due to the completion of relocation of certain new employees to our corporate headquarters.

Technology Support. Technology support cost includes compensation and related costs for personnel
responsible for significantly enhancing the features, content and functionality of our Web site, and our Internet-
based communications platform, costs associated with our telecommunications and computer infrastructure, and
costs related to data and technology maintenance. Technology support costs increased by $0.6 million or 4% to
$18.1 million in 2007 compared to $17.5 million in 2006. This represents 21% of total revenues from continuing
operations for 2007 and 2006. The increase was primarily due to an increase of $1.0 million in computer equipment
and software maintenance, depreciation and amortization costs and a $0.3 million increase in personnel related
expenses. These increases were partially offset by a $0.2 million decrease in professional fees and a $0.5 million
decrease in various other costs. The increase in computer equipment and software maintenance, depreciation and
amortization costs is primarily related to costs incurred to maintain our existing technology and purchases of new
computer equipment and capitalized software in 2007 required for our new data center. The increase in personnel
related expenses is primarily due to severance costs and other benefits to employees affected by the reduction in
workforce. The decrease in professional fees is primarily related to replacement of consultants with permanent
employees following the launch of MyRide.com.

General and Administrative. General and administrative expense consists of executive, financial and legal
personnel expenses, and costs related to being a public company. General and administrative expense decreased by
$11.3 million or 30% to $27.1 million in 2007 compared to $38.4 million in 2006. This represents 32% and 45% of
total revenues from continuing operations for 2007 and 2006, respectively. The decrease was primarily due to:

. a decrease in legal fees of $11.1 million, of which $9.2 million was asscciated with enforcing our
intellectual property rights and $1.9 million related to other legal matters, and '

. a decrease in professional fees to consultants and temporary personnel of $2.8 million due to
replacement with full time employees.

These decreases were partially offset by an increase of:

. $1.0 million in costs associated with the settlement of the Stoneage litigation,

. $0.6 million in personnel related costs primarily due to severance payments to employees affected by
the reduction in workforce,

. $0.2 million in professional fees paid to ihird party research and survey companies,

. $0.2 million in utilities,

. $0.1 million in bad debt expense, and

. $0.5 million in various other costs,

Amortization of Acquired Intangible Assets. Amortization of intangibles decreased by $0.7 million or 62% to
$0.5 million in 2007 compared to $1.2 million in 2006. The decrease was associated with certain intangible assets
being fully amortized.

Patent Litigation Settlement. Patent litigation settlement relates to the deferred liability from the Dealix
litigation settlement and represents initial cash payment of $12.0 million received in 2007. (See “Executive
Summary” for further details).

Interest and Other Income. Interest and other income increased by $3.5 million or 150% to $5.9 million in
2007 compared to $2.4 million in 2006. The increase in interest and other income was primarily due to an increase
of $4.0 million in international licensing fees representing cash received from a Japanese licensee as consideration
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for the sale of our remaining shares in such licensee. The carrying amount of our investment in the Japanese licensee
was zero on the date of sale. In connection with the sale, we also amended the license agreement for certain
intellectual property with such licensee from a term license to a perpetual royalty free license. This increase was
partially offset by a $0.5 million decrease in interest income primarily due to a decrease in average invested cash
and cash equivalents.in 2047 compared to 2006,

Income Taxes. We had no provision for state income taxes for 2007 compared to a benefit for state income
taxes of $0.1 million for 2006. No provision for federal income taxes has been recorded as we generated taxable
losses through December 31, 2007,

Income from discontinued operations. Income from discontinued operations relates to our AIC operations and
RPM business which we sold in January and June 2007, respectively. It also includes the operations of our AVV
business which met the criteria for classification as held for sale as of December 31, 2007. We subsequently sold
AVYV in January 2008. We will not have any significant continuing involvement in the AIC operations or RPM and
AVYV businesses.

2006 Compared to 2003

Total Revenues. Our total revenues from continuing operations decreased by $11.9 million or 12%, to
$85.1 mitlion in 2006 compared to $97.0 miilion in 2005.

Lead Fees. Lead fees decreased by $10.0 million or 13%, to $67.5 million in 2006 compared o $77.5 million
in 2005. The decrease was primarily due to a decline in the purchase requests delivered to our retail and enterprise
dealers coupled with a lower average selling price per retail purchase request. This decline was partially offset by an
increase in the average sales price per finance request delivered. The decline in retail purchase requests was
primarily due to a lower average monthly delivery of purchase requests per dealer.

Advertising. Advertising revenue decreased by $1.7 million or 9%, to $17.5 million in 2006 compared to
$19.2 million in 2005. The decrease was primarily due to lower spending by automotive manufacturers with our
Web site properties.

Other Revenues. Other revenues decreased by $0.2 million or 64% to $0.1 million in 2006 compared to
$0.3 million in 2005. The decrease was primarily due to a $0.1 million decrease in fees from classified advertising
that was discontinued in the second quarter of 2005 and a $0.1 miilion decline in fees from training.

Cost of Revenues. Cost of revenues increased by $2.4 million or 5% to $47.7 million in 2006 compared to
$45.3 million in 2005. This represents 56% and 47% of total revenues from continuing operations for 2006 and
2005, respectively. The increase was primarily due to a $3.0 million increase in lead and traffic acquisition costs,
partially offset by a $0.3 million decrease in amortization of capitalized internal use software and acquired
intangible assets, a $0.2 million decrease in personnel and related costs and a $0.1 million decrease in hosting costs.
The increase in lead and traffic acquisition costs was primarily due to our increased spending with third parties who
direct search queries to our Web sites and an increase in the costs of finance requests acquired from third parties,
partially offset by a decrease in the number of purchase requests acquired directly from third parties. The decrease in
amortization of capitalized internal use software and acquired intangible assets was due to certain costs that were
fully amortized in 2005. The decrease in personnel and related costs was primarily due to a decline in headcount.

Sales and Marketing. Sales and marketing expenses increased by $0.2 million or 1% to $20.1 million in 2006
compared to $19.9 million in 2005. This represents 24% and 20% of total revenues from continuing operations for
2006 and 2005, respectively. The increase was primarily due to a $1.1 million increase in stock compensation
expense as a result of adopting the provisions of SFAS No. 123(R) on January 1, 2006, partially offset by a
$0.7 million decline in advertising spending and a $0.2 million decrease in various other costs.

Technology Support. Technology support costs increased by $1.2 million or 7% to $17.5 miilion in 2006
compared to $16.3 million in 2005. This represents 21% and 17% of total revenues from continuing operations for
2006 and 2005 respectively.
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The increase was primarily due to:

. increased stock compensation expense of $1.0 million as a result of adopting the provisions of
SFAS No. 123(R) on January 1, 2006,
. increased professional fees of $0.6 million, which was primarily due to spending with third parties to

assist us with the implementation of certain strategic initiatives,

. an increase in depreciation and amortization expense of $0.6 million, which was primarily due to an
increase in purchases of equipment and capitalized software, and

. an increase in relocation costs of $0.3 million associated with the relocation of certain newly hired
employees to our corporate office.

These increases were offset by lower personnet and related costs of $0.9 million, a $0.2 million decrease in
telephone costs and a $0.2 million decrease in various other costs. The decrease in personnel and related costs was
due to reduced headcount.

General and Administrative. General and administrative expense increased by $9.1 million, or 31%, to
$38.4 million in 2006 compared to $29.3 million in 2005. This represents 45% and 30% of total revenues from
continuing operations for 2006 and 2005, respectively. The increase was primarily due to an:

. increase in legal fees of $8.6 million associated with enforcing our intellectual property nights,

. increase in stock compensation expense of $2.8 million as a result of adopting the provisions of
SFAS No. 123(R) on January 1, 2006,

. increase in compensation costs of $0.9 million primarily due to costs associated with the separation of
certain employees and the realignment and reduction of our workforce,

. increased professional fees of $0.6 million primarily due to spending with third parties to assist us with
the implementation of certain strategic initiatives,

. increase in temporary personnel costs of $0.3 million,

. increase in relocation costs of $0.5 million associated with the relocation of certain newly hired

employees to our corporate office, and

. increase of $0.4 million in various other costs.

These increases were offset by a:

. decrease in costs associated with the preparation and audits of our consolidated financial statements of
$3.4 million, which were primarily due to professional fees incurred during the first six months of 2005
associated with the internal review and restatements of our consolidated financial statements,

. decrease in bad debt expense of $0.5 million,

. decrease in other legal fees of $0.7 million associated with defending purported class action and
derivative lawsuits filed against us and other legal matters, and

. reimbursement of $0.4 million by our insurance carrier for specific legal costs incurred associated with
defending purported class and derivative action lawsuits and other claims.

Amortization of Acquired Intangible Assets. Amortization of acquired intangible assets decreased by
$0.1 million to $1.2 million in 2006 compared to $1.3 million in 2005.

Interest and Other Income. Interest and Other Income decreased by $1.4 million or 37% to $2.4 million in
2006 compared to $3.8 million in 2005. This decrease was primarily due to foreign exchange gain of $1.5 miilion
recognized in 2005 on dissolution of Autobytel.Europe. Autobytel.Europe did not gencrate any revenue in 2006 as a
result of its substantial liquidation. Its dissolution was completed in February 2007. The decrease in interest and
other income was partially offset by an increase of $0.1 million in interest income due to the investment of our cash
and cash equivalents in accounts yielding higher interest rates in 2006 compared to 2005.

Minority Interest. Minority interest represents the portion of Autobytel. Europe’s net income allocable to
Autobytel. Europe’s other shareholder. In February 2007, Autobytel Europe was dissolved.
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Income Taxes. In 2006, benefit for state income taxes of $0.1 million was recorded compared to a nominal
amount for 2005. No provision for federal income taxes was recorded as we generated taxable losses in both years.

Income (loss) from discontinued operations. Income from discontinued operations relates to our AIC
operations and RPM business which we sold in January and June 2007, respectively. It also includes the operations
of our AVV business which met the criteria for classification as held for sale as of December 31, 2007. We
subsequently sold AVV in January 2008. We will not have any siganificant continuing involvement in the AIC
operations or RPM and AVV businesses.

Stock Options Granted in 2007

During 2007, we granted stock options to purchase 955,167 shares of common stock under our 1999 Stock
Option Plan, 1999 Employee and Acquisition Related Stock Option Plan, 2000 Stock Option Plan, 2004 Restricted
Stock and Option Plan, and 2006 Inducement Stock Option Plan, including performance based-options to purchase
16,667 shares of common stock granted to Monty A, Houdeshell. In addition, during 2007, performance based-
options to purchase 200,000 shares of common stock were deemed to be granted to James E. Riesenbach under
SFAS No. 123(R). The stock options were granted at our common stock closing price on the grant dates. We also
granted 130,817 shares of common stock under our 1996 Employee Stock Purchase Plan.

To induce Mr. Riesenbach to join us as Chief Executive Officer and President, on March 20, 2006, we entered
into an agreement with Mr. Riesenbach whereby we granted 1,000,000 options to him at an exercise price of $4.68
per share. Of the 1,000,000 options granted, 600,000 were service-based awards and met the criteria for granted
options in accordance with SFAS No. 123(R), “Share-Based Payment”, as of March 20, 2006. The remaining
400,000 options are performance-based awards where the performance criteria were to be defined at a future date.
As such, in accordance with SFAS No. 123(R), the awards were not considered granted until such time that the
performance criteria have been defined.

To induce Mr. Houdeshell to join us as Chief Financial Officer, on January 30, 2007, we entered into an
agreement with Mr. Houdeshell whereby we granted 300,000 options to him at an exercise price of $3.74 per share.
Of the 300,000 options granted, 250,000 were service-based awards and met the criteria for granted options in
accordance with SFAS No. 123(R) as of January 30, 2007, The remaining 50,000 options are performance-based
awards where the performance criteria were to be defined at a future date. As such, in accordance with SFAS
No. 123(R), the awards are not considered granted until such time that the performance criteria have been defined.

On July 17, 2007, the Compensation Committee of the Board of Directors established performance criteria for
the vesting of 200,000 performance-based options held by Mr. Riesenbach and 16,667 performance-based options
held by Mr. Houdeshell. The performance criteria are based upon the attainment by us of certain revenue, ¢amnings
before income taxes, depreciation and ameortization (EBITDA) and strategic goals. Therefore, the total awards of
216,667 met the criteria for granted options in accordance with SFAS No. 123(R), “Share-Based Payments”, as of
July 17, 2007 and are included in the outstanding options for 2007, We also began recognizing compensation
expense for these awards on that date.

As of December 31, 2007, excluding the remaining 233,333 performance-based options, we had outstanding
stock options to purchase 8,986,636 shares of common stock and 66,741 outstanding employee stock purchase plan
awards to purchase shares of common stock.

Segment Information

We conduct our business within one business segment, which is defined as providing automotive
marketing services.
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Quarterly Results of Operations

The following tables presenting our unaudited quarterly results from continuing operations for the eight
quarters ended December 31, 2007 should be read in conjunction with our consolidated financial statements and
related notes contained elsewhere in this Annual Report on Form 10-K. We have prepared the unaudited information
on the same basis as our audited consolidated financial statements. Our operating results for any quarter are not
necessarily indicative of results for any future quarters or for a full year.

Quarter Ended
Sep 30, Jun 30, Mar 31,
Dec M, 2007 2007 2007 Dec 31, Sep 30, Jun 30, Mar3l,
2007 (as restated) (as restated) (as restated) 2006 2006 2006 2006
(in thousands, except per share amounts)
(unaudited)
Consolidated Statements of
Operations Data:
REVENUES ...c.coeeeeciveecveeeeee. $ 18,886 $ 21,911 § 21,642 $ 21,946 $20439 § 20792 $22,083 $21,788
Costs and expenses: '
Cost of revenues............... 13,077 14,934 12,762 11,675 10,720 11,786 12,379 12,768
Sales and marketing ......... 5,293 5,260 5,222 5,699 4,204 4,513 5,587 5,824
Technology support.......... 4,730 4,577 4,608 4,204 4,728 4,877 4,003 3,868
General and . :
administrative ............ 6,558 5,599 6,306 8,602 10,201 9,374 9,231 9,610
Amortization of acquired
intangible assets ......... 42 42 79 301 303 302 302 302
Patent litigation
settlement .......o......... — —_— — (12,000) — — o —
Total costs and
EXPenses ......... 29,700 30412 28,977 18,481 30,156 30,852 31,502 32372
Operating (loss) income ... (10,814) (8,501) {7,335) 3,465 9,717 (10,060) (9,419)  (10,584)
Interest and other income. 4,481 486 462 477 545 598 612 612

Foreign currency exchange
(1T JP N — — — (7 — — — —

{Loss) income from continuing
operations before income

taxes and minority interest ..... {6,333) {8,015) (6,873) 3,935 (9,172) (9,462) (8,807) (9.972)
Provision for income taxes........... — —_ — —_— 81 26 e —
Minority Interest.........cocvrvirinnes — — — — (21) (5} 8 3)
[ncome from . ’

discontinued operations ......... 1,951 1,427 4,838 3,715 1,854 1,562 931 1,512
Net (loss) income ......ccoocvveeeeene.. $ (4,382} $ (6588) § (2,035 % 17650 $(7.258) § (7.879) S (7.868) $(8,463)

(Loss) income from continuing
operations per share

BASIC oo $ (014 5 (018) $ (016 S$ 009 3 ©21) $ (0.22) § (0.21) § (0.24)

Diluted.....oooreerrrrrieerne $ (0.14) 3 (018 $ 0.16) § 0.09 ‘$ ©21) $ (©22) § (9.21) $ (0.24)
Net {loss) income per share

BasiC. i 3 (0.10) $ (015 3 (0.05) § 0.18 $ (07 § (019 § (G19) § (0.20)

Diluted oo § (@10) S (0.15) S (005) § 047 0§ (0.I7) § (019 $ (0.19) $ (0.20)

Liquidity and Capital Resources

The table below sets forth a summary of our cash flows for the years ended December 31, 2007, 2006,
and 2005:

Years Ended December 31,

2007 2006 2005
. (in thousands)
Net cash used by 0perating aCtiVities .....ecrvuererrercmrerecrceerrece e sssssasers $ (6,908) § (18,783) § (6,125)
Net cash provided by investing activities ... feeeeenene e 9,610 6,636 18,606
Net cash provided by (used in) financing activities 2,156 1,537 (3,415)
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Qur principal sources of liquidity are from proceeds from dispositions of non-core businesses and operating
cash flows and we continue to have no debt. Our domestic cash, cash equivalents and short-term investments totaled
$28.3 million as of December 31, 2007 compared to domestic cash, cash equivalents, and short-term investments of
$25.7 million as of December 31, 2006.

Our working capital, excluding assets and liabilities held for sale, increased by $1.3 million, to $26.4 million
at December 31, 2007 compared to $25.1 million at December 31, 2006. The increase was primarily related to
proceeds from the settlement of the Dealix patent infringement lawsuit, proceeds from the sale of certain assets and
liabilities of our AIC operations and substantially all the assets and certain liabilities of our RPM business, issuances
of common stock in connection with the exercise of employee stock options and pursuant to our employee stock
purchase plan and maturity of long-term investments. This increase was offset in part by cash used by operations
and cash paid for purchases of property and equipment, including capitalized software costs of $6.3 million
associated with the development of MyRide.com. We believe we will have enough cash to fund our operations for
the next 12 months.

In December 2006, we entered into the Settlement Agreement with Dealix relating to a patent infringement
lawsuit. The Settlement Agreement provides that Dealix will pay us a total of $20.0 million in settlement payments,
$12.0 million of which was paid to us on March 13, 2007, with the remainder to be paid out in installments of
approximately $2.7 million on the next three annual anniversary dates of the initial payment. We received the first
instaliment of approximately $2.7 million in March 2008. The remaining payments are guaranteed by WP Equity
Partners, Inc., a Warburg Pincus affiliate. We have been unable to assess with reasonable assurance the collectability
of the remaining payments under the Settlement Agreement as we do not have financial information to support the
credit worthiness of the debtor or guarantor. Therefore, we do not have reasonable assurance that we will receive
any remaining payments on their respective due dates or at all and cannot rely on such payments as a source of
future liquidity.

In addition to the disposition of our AIC operations and RPM business in 2007, we also disposed of our AVV
business in January 2008. These dispositions are part of our strategic initiatives to focus on our core business. We do
not expect the dispositions of our AIC operations and RPM and AVV businesses to materially impact our future
cash flow.

Net Cash Used in Operating Activities

The main source of our operating cash flows is cash collections from customers who have purchased our
services. Our primary uses of cash in operating activities are for lead and traffic acquisition costs paid to our Internet
consumer request providers and personnel related expenditures. Net cash used in operating activities was $6.9
million in 2007 compared to $18.8 million in 2006 and $6.1 million in 2005, Net cash used in operating activities in
2007 resulted primarily from an operating loss and an increase in working capital, partialty offset by gains from the
dispositions of the AIC operations and RPM business. The increase in working capital was primarily the result of a
decrease in accounts payable and accrued expenses, a decrease in deferred revenues, a decrease in accounts
receivable and an increase in other liabilities. The decrease in accounts payable and accrued expenses was primarily
due to timing of vendor payments, including professional fees related to enforcing our intellectual property rights.
Qur standard payment terms for our invoices usually average 30 days net. The decrease in deferred revenues and the
increase in other liabilities relate to a decline tn delivery of advertising, which resulted from our recently
implemented initiative to eliminate lower quality traffic sources. The decrease in accounts receivable is primarily
due to collection efforts, timing of payments and clean-up of various outstanding amounts. Our 2007 net cash used
in operations was better than 2006 due to the reduced operating loss and the impact of gains from discontinued
operations in 2007,

Net cash used in operating activities in 2006 resulted primarily from an operating loss and a decrease in
working capital. The decrease in working capital was primarily the result of a decrease in deferred revenue and an
increase in accounts payable. The decrease in deferred revenue was primarily due to the change in billing monthly
subscription fees for customers participating in our car buying referral networks from advance to arrears, offset by
the deferral of revenue related to a multiple-element arrangement (see Note 2. of the “Notes to Consolidated
Financial Statements” in Part [V “Item 15. Exhibits and Financial Statement Schedules” of this Annual Report on
Form 10-K). The increase in accounts payable was primarily due to the timing of when payments are made and an
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increase in professional fees incurred associated with the enforcement of our intellectual property rights and
implementation of certain strategic initiatives,

Net cash used in operating activitics was $6.1 million in 2005, and resulted from an operating loss and a
decrease in working capital. The decrease in working capital was primarily the result of an increase in accounts
receivable, a decrease in accounts payable and accrued expenses, a decrease in other current liabilities and an
increase in prepaid expenses and other current assets. The increase in accounts receivable was primarily due to the
increase in days sales outstanding from 57 days during the year ended December 31, 2004 10 59 days for the year
ended December 31, 2005. The decrease in accounts payable and accrued expenses was primarily due to estimated
income tax payments in 2005. The decrease in other current liabilities was due to refund payments made to retail
dealers. The increase in prepaid expenses and other current assets was primarily due to the payment of higher
insurance premiums.

Net Cash Provided by Investing Activities

Our primary uses of cash in investing activities have typically been for the purchases of property and
equipment (mostly information technology related equipment). In the past, our primary sources of cash provided by
investing activities have been through maturities of short-term investments and sale of money market and
commercial paper marketable securities. Net cash provided by investing activitics was $9.6 million, $6.6 million and
$18.6 million in 2007, 2006 and 2005, respectively. Net cash provided by investing activities in 2007 was primarily
due to proceeds received from the sale of certain assets and liabilities of the AIC operations, and sale of our interest
in Autobytel Japan, and substantially all of the assets and certain liabilities of our RPM business, maturity of a short-
term investment, and a cash distribution from Autobytel. Europe, partially offset by the purchases of property and
equipment and capitalized internal use software in connection with the development of MyRide.com. We anticipate
an overall decrease in spending related to property and equipment in fiscal 2008 compared to fiscal 2007.

We expect that a significant source of cash from investing activities in 2008 will be proceeds from the sale of
our AVV business.

Net cash provided by investing activities in 2006 was related to the maturity of investments in government
sponsored agency bonds, offset by purchases of short-term investment in commercial paper and purchases of
property and equipment,

Net cash provided by investing activities in 2005 was related to the sale and maturities of short-term
investment in government sponsored agency bonds and auction rate securities and a cash distribution from
Autobytel. Europe, offset by purchases of short-term and long-term investments in government sponsored agency
bonds and auction rate securities, purchases of property and equipment and expenditurcs for capitalized software.

Net Cash Provided by (Used in) Financing Activities

Qur primary source of cash from financing activities has typically been proceeds from sale of common stock
under our employee stock option and stock purchase plans. Net cash provided by financing activities was $2.2
million and $1.5 million in 2007 and 2006, respectively. Net cash used in financing activities was $3.4 million in
2005. Net cash provided by financing activities in 2007 was primarily due to proceeds received from the issuance of
common stock in connection with the exercise of stock options and pursuant to our employee stock purchase plan.
Our future liquidity and capital resources could be impacted by the exercise of outstanding common stock options
and the cash proceeds we receive upon exercise of these securities. Fluctuations in our future stock price, the timing
of the issuance of additional stock options, the duration of their vesting provision and the grant price will all impact
the timing of any proceeds. Accordingly, we cannot estimate the amount of such proceeds at this time. -

Net cash provided by financing activities in 2006 was due to proceeds received from the issuances of common
stock in connection with the excrcise of employee stock options and pursuant to our employee stock purchase plan.

Net cash used in financing activities in 2005 was due to cash distribution to the minority interest shareholder
offset by proceeds received from the sale of common stock through our employee stock purchase plan and the
exercise of stock options,
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Caontractual Obligations

Our contractual commitments include operating leases related 1o our facilities in Irvine, California, Santa Ana,
California, and Troy, Michigan and our technology and communications infrastructure. We also entered into a web
search agreement with a vendor that guaranteed monthly minimum payments over a two-year period from June 15,
2007. The following are our contractual commitments associated with our lease obligations and vendor obligations
as of December 31, 2007;

Years Ending December 31,

(in thousands)

2012 and
2008 2009 2010 2011 thereafter Total
Building Rent.......cocooocoiinmnnvccciccicenee. § 1,454 % 1,419 § 1,094 3 9 3 — $ 3976
Operating 1eases......ovveereceececececeenns 15 15 14 13 — 57
Hosting and communication ..........c.ccocevevvinnene 75 44 — — — 119
Guaranteed minimum payment...........veeeeeeeenne 828 293 - — — 1,121
Total ..t $§ 2372 3 1,771 % 1,i08 § 22 § — $ 5273

Prospective Capital Needs. We believe that our current and expected levels of working capital are adequate to
suppeort our present operations and to fund future growth and business opportunities.

Off-Balance Sheet Arrangements

In conjunction with the dispositions of the RPM and AVV businesses, we agreed to indemnify the purchasers
for pre-closing tax obligations and other pre-closing obligations and liabilities, The term of the indemnification for
the pre-closing tax obligations is based on the statute of limitation as set forth by the taxing authority. The term of
the indemnification for other obligations and liabilities generally range from 1 year to 3 years, with the
indemnification obligation for certain specified liabilities surviving indefinitely. The maximum indemnification
obligation is the purchase price of each transaction, subject to certain exceptions which have no indemnification
limitation. Since it is not possible to determine whether there will be any indemnification obligations in the future or
the amounts thereof, we cannot estimate the potential amount of future payments, if any, under these
indemnification obligations. Therefore, no liability for these indemnification obligations has been recorded.

From time to time, we enter into agreements in the ordinary course of business pursuant to which we agree to
indemnify, hold harmless and reimburse the indemnified party for losses suffered or incurred by it, which may
include losses relating to intellectual property infringement claims. The term of these indemnifications may vary
depending on the agreement. Other than the claims against AVV and us discussed in Part [ “Item 3. Legal
Proceedings™ herein, we currently have no knowledge of any intellectual property infringement claim that may be
subject to indemnification by us, nor can we estimate the maximum potential amount of future payments under any
such indemnification. Therefore, no liability has been recorded. '

Critical Accounting Policies and Estimates

We prepare our consolidated financial statements in accordance with accounting principles generaily accepted
in the United States of America. By doing so, we make estimates and assumptions that affect the reported amounts
of assets, labilities, revenues and expenses, as well as related disclosure of contingent assets and liabilities. We
believe the following critical accounting policies, among others, require significant judgment in determining
estimates and assumptions used in the preparation of cur conselidated financial statements. Accordingly, actual
results could differ materially from our estimates. To the extent that there are material differences between these
estimates and our actual results, our financial condition or results of operations may be affected. For a detailed
discussion of the application of these and other accounting policies, see Note 2. of the “Notes to Consolidated
Financial Statements™ in Part [V “Item 15. Exhibits and Financial Statement Schedules” of this Annual Report on
Form 10-K.

Revenue Recognition. We recognize revenues when earned as defined by Staff Accounting Bulletin (“SAB™)
No. 104, “Revenue Recognition,” and Emerging Issues Task Force (“EITF”) Issue 00-21, “Revenue Arrangements
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with Multiple Deliverables.” SAB No. 104 considers revenue realized after all four of the following criteria are met:
(i) persuasive evidence of an arrangement exists, (ii) delivery has occurred or services have been rendered, (iii) the
seller’s price to the buyer is fixed or determinable and (iv) collectibility is reasonably assured.

In accounting for multiple-clement arrangements, one of the key judgments to be made is the accounting value
that is attributable to the different contractual clements. The appropriate allocation of vatue not only impacts which
revenue stream is credited with the revenue, it also impacts the amount and timing of revenue recorded in the
consolidated statement of operations during a given period due to the differing methods of recognizing revenue.
Revenue is allocated to each element based on the accounting determination of the relative fair value of that element
to the aggregate fair value of all elements. The fair values must be reliable, verifiable and objectively determinable.
When available, such determination is based principally on the pricing of similar cash arrangements with unrelated
parties that are not part of a multiple-element arrangement, When sufficient evidence of the fair values of the
individual elements does not exist, revenue is not allocated among them until that evidence exists. Instead, the
revenue is recognized as earned using revenue recognition principles applicable to the entire arrangement as if it
were a single element arrangement,

Capitalized Internal Use Software and Web site Development Costs. We capitalize costs, including share-
based compensation costs, to develop internal use software under the provisions of Statement of Position (“SOP”)
98-1, “Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.” We capitalize Web
site development costs under EITF Issue 00-2, “Accounting for Web Site Development Costs” and SOP 98-1.

SOP 98-1 and EITF Issue 00-2 require the capitalization of external and internal computer software costs and Web
site development costs, respectively, incurred during the application development stage. The application
development stage is characterized by software design and configuration activities, coding, testing and installation.
Training and maintenance costs are expensed as incurred while upgrades and enhancements are capitalized if itis
probable that such expendirures will result in additional functionality. Capitalized internal use software development
costs are amortized using the straight-line method over an estimated useful life of three years. Capitalized Web site
development costs, once placed in service, will be amortized using the straight-line method over the estimated useful
life. These costs are subject to periodic impairment reviews and evaluations for indications that the software may no
longer be expected to provide any service potential or placed in service for its intended use.

Changes in strategy and/or market conditions could significantly impact the carrying value of our capitalized
software and Web site development costs, We use estimates and make assumptions to determine the related
estimated useful lives and assess the carrying value of capitalized software and Web site development costs. In
future periods, if the carrying value of capitalized software or Web site development costs is determined not to be
recoverable, we will recognize a non-cash charge for the impairment of capitalized software or Web site
development costs.

Goodwill. In accordance with SFAS No. 142, Goodwiil and Other Intangible Assets, we test goodwill for
impairment on a “reporting unit” level as defined by reference to SFAS No. 131, Disclosures about Segments of an
Enterprise and Related Information. We utilize a two-step test to identify the potential impairment and to measure
the amount of goodwill impairment, if any. The first step requires us to compare the enterprise’s carrying value to its
fair value. If the fair value is less than the carrying value, enterprise goodwill is potentially impaired and we then
complete the second step to measure the impairment loss, if any. The second step requires the calculation of the
implied fair value of enterprise goodwill by deducting the fair value of all tangible and intangible net assets from the
fair value of the reporting unit. If the implied fair value of enterprise goodwill is less than the carrying amount of
enterprise goodwill, an impairment loss is recognized equal to the difference.

No impairment charge of goodwill was recognized in 2007, 2006 and 2005. The decrease in the carrying
amount of goodwill of $18.6 million represents the allocation of goodwill associated with the dispositions of the
RPM business and AVV business (see Note 4 of the “Notes to Consolidated Financial Statements™ in Part [V
“Item 15. Exhibits and Financial Schedules” of this Annual Report on Form 10-K).

Income Taxes. We account for income taxes under the liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to temporary differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities
are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax
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rates is recognized in income in the period that inctudes the enactment date. We record a valuation allowance, if
necessary, to reduce deferred tax assets to an amount we believe is more likely than not 1o be realized.

In the preparation of our consolidated financial statements, we are required to estimate our income taxes in
each of the jurisdictions in which we operate, including estimating both our actual current tax expense and assessing
temporary differences resulting from differing treatment of items for tax and accounting purposes. To the extent that
we have deferred tax assets, we must assess the likelihood that our deferred tax assets will be recovered from taxable
temporary differences, tax planning strategies or future taxable income and to the extent that we believe that
recovery is not likely, we must establish a valuation allowance. At the end of each reporting period, we evaluate
whether it 1s more likely than not that our deferred tax assets are not realizable. At December 31, 2007 and 2006, we
were unable to assert that more likely than not our deferred tax assets will be realized. However, our assessment may
change in future periods if we generate positive operating results. A change in our assessment and the corresponding
reduction of valuation aliowance would generally impact our provision for income taxes in the period of
such change.

Share-Based Compensation Expense. We account for share-based compensation in accordance with SFAS
No. 123R. Under the provisions of SFAS No..123R, share-based compensation cost.is estimated at the grant date
based on the award’s fair value as calculated by the Black-Scholes (“BS™) option-pricing model and is recognized as
expense over the requisite service period. The BS model requires various highly judgmental assumptions including
volatility, forfeiture rates and expected option life. If any of the assumptions used in the BS model change
significantly, stock-based compensation expense may differ materially in the future from that recorded in the
current period.

Recent Accounting Pronouncements

In June 2006, the Financial Accounting Standards Board (“FASB”) issued FIN 48 {As Amended) !
“Accounting for Uncertainty in Income Taxes—an Interpretation of FASB Statement No. 109™ which prescribes a
recognition threshold and measurement process for recording in the financial statements uncertain tax positions
taken or expected to be taken in a tax return. FIN 48 requires that a company recognize the financial statement
effects of a tax position when there 1s a likelihood of more than 50 percent, based on the technical merits, that the
position will be sustained upon examination. It also provides guidance on the derecognition, classification, interest
and penalties, accounting in interim periods, disclosure and transition requirements for uncertain tax positions. We
adopted the provisions of FIN 48 on January 1, 2007. The following table shows the reconciliation of the total
amounts of unrecognized tax benefits for 2007 (in thousands):

Unrecognized tax benefit — opening balance ..., 500
Gross increases or decreases — current Period.... ..ot —
SEUIEMENES. . e e it —
Lapse of statue of IMitations ... e —

Unrecognized tax benefit. ... s § 500

Upon adoption of FIN No. 48, we analyzed our filing positions for all open tax years in all U.S. federal and
state jurisdictions where we are required to file. At the adoption date of January 1, 2007, we had $0.5 million of
unrecognized tax benefits. Of the total unrecognized tax benefits at the adoption date, the entire amount of
$0.5 million was recorded as a reduction to deferred tax assets, which caused a corresponding reduction in our
valuation allowance of $0.5 million. To the extent such portion of unrecognized tax benefits is recognized at a time
such valuation allowance no longer exists, the recognition would impact our effective tax rate,

We file income tax returns in the U.S. federal jurisdiction and various state jurisdictions. In general, we are no
longer subject to U.S. federal and state tax examinations for years prior to 2003. We do not believe there will be any
material changes in our unrecognized tax positions over the next 12 months. Therefore, no reserves for uncertain
income tax positions have been recorded pursuant to FIN No. 48. In addition, we did not record a cumulative effect
adjustment related to the adoption of FIN No. 48 and the adoption of FIN No. 48 did not have a material effect on
our consolidated financial position or results of operations.
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Our policy is to recognize interest and penalties accrued on any unrecognized tax benefits as a component of
income tax expense. As of the date of adoption and December 31, 2007, we did not have any accrued interest or
penalties associated with any unrecognized tax benefits, nor was any interest expense recognized in the year ended
December 31, 2007.

In September 2006, the FASB’s Emerging Issues Task Force (“EITF”) reached a consensus on Issue No. 06-1,
“Accounting for Consideration Given by a Service Provider to a Manufacturer or Reseller of Equipment Necessary
for an End-Customer te Receive Service from the Service Provider”. EITF 06-1 provides guidance on the
accounting for consideration given to third party manufacturers or reseilers of equipment which is required by the
end-customer in order to utilize the service from the service provider. EITF Issue No. 06-1 is effective for fiscal
years beginning after June 15, 2007 and its adoption is not expected to have a material effect on our consolidated
financial position or results of operations.

In September 2006, FASB issued SFAS No, 157, “Fair Value Measurements,” SFAS No. 157 defines fair
value, establishes a frame work for measuring fair value and expands disclosure about fair value measurements.
SFAS 157 does not require new fair value measurements but provides guidance on how to measure fair value by
providing a fair value hierarchy used to classify the source of information. SFAS No. 157 is effective for fiscal years
beginning after November 15, 2007. However, on February 12, 2008, the FASB issued FASB Staff (“FSP”)

FAS 157-2 which delays the effective date for all non-financial assets and liabilities except those that are recognized
or disclosed at fair value in the financial statements on a recurring basis (at least annually). FSP 157-2 defers the
effective date of SFAS 157 to fiscal years beginning after November 15, 2008, and interim periods within the fiscal
years for items within the scope of this FSP. Therefore, effective for 2008, we will adopt SFAS 157, except as it
applies to those non-financial assets and non-financial liabilities as noted in FSP FAS 157-2. We do not expect it to
have a material effect on our consolidated financial position, results of operations or cash flows.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities—Including an‘amendment of FASB Statement No. 115.” SFAS No. 159 permits entities to choose to
measure many financial instruments and certain other items at fair value that are not currently required to be
measured at fair value. Subsequent measurements for the financial instruments and liabilities an entity elects to fair
values will be recognized in earnings. SFAS 159 also establishes additional disclosure requirements. SFAS No. 159
is effective for fiscal years beginning after November 15, 2007, with early adoption permitted provided the entity
also elects to apply the provisions of SFAS No. 157. We do not expect its adoption to have a material effect on our
consolidated financial position or results of operations.

The FASB issued SFAS No. 141R (revised 2007), “Business Combinations.” which significantly changes the
financial accounting and reporting of business combination transactions. SFAS No. 141R requires the acquiring
entity in a business combination to recognize all (and only) the assets acquired and liabilities assumed in the
transaction and establishes the acquisition-date fair value as the measurement objective for all assets acquired and
liabilities assumed in a business combination. Certain provisions of this standard will, among other things, impact
the determination of acquisition-date fair value of consideration paid in a business combination (including
contingent consideration); exclude transaction costs from acquisition accounting; and change accounting practices
for acquired contingencies, acquisition-related restructuring costs, in-process research and development,
indemnification assets, and tax benefits. For us, SFAS No. 141R is effective for business combinations occurring
after December 31, 2008. We are currently evaluating the future impacts and disclosures of this standard.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements.” SFAS No. 160 amends Accounting Research Bulletin (*ARB”) No. 51, “Consolidated Financial
Staternents” and establishes accounting and reporting standards for the noncontrolling interest (minority interest) in
a subsidiary. This statement requires the reporting of all noncontrolling interests as a separate component of
stockholders’ equity, the reporting of consolidated net income (loss) as the amount attributable to both the parent
and the noncontrolling interests and the separate disclosure of net income (loss) attributable to the parent and to the
noncontrolling interests. In addition, this statement provides accounting and reporting guidance related to changes in
noncontrolling ownership interests. Other than the reporting requirements described above which require
retrospective application, the provisions of SFAS No. 160 are to be applied prospectively in the first annual
reporting period beginning on or after December 15, 2008. As of December 31, 2007 and 2006, we had no
noncontrolling interests on our consolidated financial statements. We are currently evaluating the impact of this
standard, but would not expect it to have a material impact on our consolidated financial statements.
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In December 2007, the FASB ratified the EITF consensus on EITF Issue No. 07-1, “Accounting for
Collaborative Arrangements” that discusses how parties to a collaborative arrangement (which does not establish a
legal entity within such arrangement) should account for various activities. The consensus indicates that costs
incurred and revenues generated from transactions with third parties (i.e. parties outside of the collaborative
arrangement) should be reported by the collaborators on the respective line items in their income statements
pursuant to EITF Issue No. 99-19, “Reporting Revenue Gross as a Principal Versus Net as an Agent.” Additionally,
the consensus provides that income statement characterization of payments between the participants in a
collaborative arrangement should be based upon existing authoritative pronouncements; analogy to such
pronouncements if not within their scope; or a reasonable, rational, and consistently applied accounting policy
election. For us, EITF Issue No. 07-1 is effective beginning January 1, 2009 and is to be applied retrospectively to
all periods presented for collaborative arrangements existing as of the date of adoption. We are currently evaluating
the impact of this standard on our consolidated financial statements.

Item 7A. Quantitative and Qualitative Disclosures abaut Market Risk
We are cxposed to the impact of changes in the market values of our investments.

Investment Risk

The primary objective of our investment activities is to preserve principal while at the same time maximizing
yields without significantly increasing risk. To achieve this objective, we maintain our portfolio of cash equivalents
in a variety of securities, including both government and corporate obligations and money market funds. Our
financial instruments include cash, cash equivalents, short-term investment, accounts and notes receivable, minority
investments, accounts payable and accrued liabilities and deferred revenues. As of December 31, 2007, the carrying
values of these financial instruments approximated their fair values.

In 2007, we owned minority shares in a publicly held company, which we have classified as available-for-sale.
Investments in both fixed-rate and floating-rate interest-earning instruments carry varying degrees of interest rate
risk. The fair market value of our fixed-rate securities may be adversely impacted due to a rise in interest rates. In
general, securities with longer maturities are subject to greater interest-rate risk than those with shorter maturities.
While floating rate securitics generally are subject to less interest-rate risk than fixed-rate securities, floating-rate
sccurities may produce less income than expected if interest rates decrease. Due in part to these factors, our
investment income may fall short of expectations. If interest rates were to increase (decrease) by 1% (100 basis
points), the fair market value of our total investment portfolio could decrease (increase) on an annual basis by
approximately $0.3 million at December 31, 2007 and December 31, 2006.

Item 8. Financial Statements and Supplementary Data

Our Consolidated Balance Sheets as of December 31, 2007 and 2006 and our Consolidated Statements of
Operations and Comprehensive Income (Loss), Stockholders’” Equity and Cash Flows for each of the years in the
three-year period ended December 31, 2007, together with the reports of our independent registered public
accounting firms, begin on page F-1 of this Annual Report on Form §0-K and are incorporated herein by reference,

ltem 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.
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Item 9A. Controls and Procedures
Management’s Report On Internal Control Over Financial Reporting

The management of Autobytel Inc. is responsible for establishing and maintaining adequate internal control
over financial reporting, as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act
of 1934, as amended. Under the supervision and with the participation of management, including the Company’s
Chief Executive Officer and Chief Financial Officer, management conducted an assessment of the effectiveness of
the Company’s internal control over financial reporting as of December 31, 2007. In making this assessment,
management used the criteria st forth in the framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO) entitled Internal Control—Integrated Framework. Management has concluded
that the Company’s internal control over financial reporting was effective as of December 31, 2007.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of
Autobytel Inc. and Subsidianes
Irvine, California

We have audited Autobytel Inc. and subsidiaries (the Company) internal control over financial reporting as of
December 31, 2007, based on criteria established in fnternal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is
responsible for maintaining effective mternal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting inciuded in the accompanying Management’s Report on
Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Qversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.,
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures

may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting
as of December 31, 2007, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the consolidated balance sheets of the Company as of December 31, 2007 and 2006, and the
related consolidated statements of operations and comprehensive loss, stockholders’ equity and cash flows for the
years then ended, of Autobytel Inc. and Subsidiarics and our report dated March 17, 2008 expressed an
unqualified opinion.

/sf McGladrey & Pullen LLP
Irvine, California
March 17, 2008
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Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our principal executive officer
and principal financial officer, we conducted an evaluation of our disclosure controls and procedures, as such term is
defined in Rule 13a-15(e) promulgated under the Securities Exchange Act of 1934, as amended, as of December 31,
2007. Our management concluded that the financial statements included in this Annual Report on Form 10-K fairly
present, in all material respects, our financial position, results of operations and cash flows for the periods presented
in conformity with generally accepted accounting principles in the United States (“US GAAP”).

Remediation of Prior Year Material Weakness

As previously disclosed in our Annual Report on Form 10-K for the fiscal year ended December 31, 2006, our
management concluded that our internal control over financial reporting was not effective as of December 31, 2006.

To address and remediate this material weakness, during 2007 management performed an assessment of the
appropriate supervisory and staffing levels, skill sets and experience of the financial staff and then implemented a
complete reorganization of the accounting department, including changing personnel were necessary, adding
financial analysis disciplines, addressing process improvements and systems. The result has enhanced the design and
operating effectiveness of our internal controls over financial reporting. Management has concluded that the above
measures have effectively remediated the material weakness that was identified as of December 31, 2006.

In addition, based on management’s evaluation as of December 31, 2007, our disclosure controls and
procedures are designed of a reasonable assurance level and are effective to provide reasonable assurance that
information we are required to disclose in reports that we file or submit under the Securities Exchange Act of 1934
is recorded, processed, summarized and reported within the time period specified in the SEC rules and forms, and
that such information is accumulated and communicated to our management, as appropriate, to allow timely
decisions regarding required disclosure. The effectiveness of our internal controls over financial reporting as of
December 31, 2007 has been audited by McGladrey and Pullen, LLP, an independent registered public accounting
firm, as stated in their report which is included in Item 8 of this Annual Report on Form 10-K.

Changes in Internal Control Over Financial Reporting

Except for the changes related to remediation of the prior year material weakness described above, there have
been no changes in internal controls over financial reperting identified in connection with the evaluation required by
paragraph (d) of Rules 13a-15 or 15d-15 of the Securities Exchange Act of 1934 that have occurred during the
fourth quarter of fiscal year 2007 that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.

Item 9B. Other Information

None.
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PART IH

Item 10. Directors, Executive Officers and Caorporate Governance

We will file the information called for in this item not later than 120 days after our fiscal year end
(December 31, 2007) in our definitive Proxy Statement in connection with our 2008 Annual Meeting of
Stockholders pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended, which information
is incorporated herein by reference, or in an amendment to this Annual Report on Form 10-K,

Item 11. Executive Compensation

We will file the information called for in this item not later than 120 days after our fiscal year end
(December 31, 2007) in our definitive Proxy Statement in connection with our 2008 Annual Meeting of
Stockholders pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended, which information
is incorporated herein by reference, or in an amendment to this Annual Report on Form 10-K.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

We will file the information called for in this item not later than 120 days after our fiscal year end
(December 31, 2007) in our definitive Proxy Statement in connection with our 2008 Annual Meeting of
Stockholders pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended, which information
is incorporated herein by reference, or in an amendment to this Annual Report on Form 10-K.

Ttem 13, Certain Relationships and Related Transactions, and Director Independence

We will file the information called for in this item not later than 120 days after our fiscal year end
{December 31, 2007) in our definitive Proxy Statement in connection with our 2008 Annual Meeting of
Stockholders pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended, which information
is incorporated herein by reference, or in an amendment to this Annual Report on Form 10-K.

Item 14, Principal Accountant Fees and Services

We will file the information called for in this item not later than 120 days after our fiscal year end
(December 31, 2007) in our definitive Proxy Statement in connection with our 2008 Annual Meeting of
Stockholders pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended, which information
is incorporated herein by reference, or in an amendment to this Annual Report on Form 10-K.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) The following documents are filed as a part of this Annual Report on Form 10-K:

(1)  Financial Statements:

Page
1), QSO OOt U OO OO OO OO F-1
Report of Independent Reglstered Public Accounting Firm........cccoooiniininiinnnne F-2
Consolidated Balance Sheets ..o s F-4
Consolidated Statements of Operations and Comprehensive Income (Loss}............ F-5
Consolidated Statements of Stockholders’ EQUity.....cccovvemmemiccineiinne F-6
Consolidated Statements of Cash FIOWS.........ocvmmmiiiiii e F-7
Notes to Consolidated Financial Statements ... e F-8

(2) Financial Statement Schedules:

Schedule Il—Valuation and Qualifying AcCounts ... F-55

All other schedules have been omitted since the required information is presented in the financial
statements and the related notes or is not applicable.

(3)  Exhibits:

The exhibits filed or furnished as part of this Annual Report on Form 10-K are listed in the Index to
Exhibits immediately preceding such exhibits, which Index to Exhibits is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, on the 17th day of March, 2008.

AUTOBYTEL INC.

By: /s! JaMES E. RIESENBACH

James E. Riesenbach
Chief Executive Officer, President
and Director

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that cach of Autabytel Inc., a Delaware corporation, and
the undersigned Directors and Officers of Autobytel Inc. hereby constitute and appoint James E. Riesenbach,
Monty A. Houdeshell or Ariel Amir as its or his true and lawful attorneys-in-fact and agents, for it or him and in its
or his name, place and stead, in any and all capacities, with full power to act alone, to sign any and all amendments
to this report, and to file each such amendment to this report, with all exhibits thereto, and any and all documents in
connection therewith, with the Securities and Exchange Commission, hereby granting unto said attorneys-in-fact and
agents, and each of them, full power and authority to do and perform any and all acts and things requisite and
necessary to be done in connection therewith, as fully to all intents and purposes as it or he might or could do in
person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or any of them may lawfully do or
cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ MicHAEL J. FUCHS Chairman of the Board and Director March 17, 2008
Michael J. Fuchs
/s/ JAMES E. RIESENBACH Chief Executive Officer, President and Director March 17, 2008
James E. Riesenbach {Principal Executive Officer)
/s/ MONTY A. HOUDESHELL Executive Vice President and Chief Financial March i7, 2008
Menty A. Houdeshell Officer (Principal Financial Officer)
/8! CURTIS E. DEWALT Vice President and Centroller {Principal March 17, 2008
Curtis E. DeWalt Accounting Officer)
/s/ Mark R. Ross Vice Chairman and Director March 17, 2008

Mark R. Ross

/s/ JEFFREY H. CoaTs Director March 17, 2008

Jeffrey H. Coats

/s/ ROBERT S. GRIMES Director March 17, 2008

Robert 5. Grimes

/s MARK N. KAPLAN Director March 17, 2008

Mark N. Kaplan

/s/ JEFFREY M. STIBEL Director March 17, 2008

Jeffrey M. Stibel
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders
Autobytel Inc. and Subsidiaries
Irvine, California

We have audited the consolidated balance sheets of Autobytel Inc. and subsidiaries (the Company) as of
December 31, 2007 and 2006, and the related consolidated statements of operations and comprehensive loss,
stockholders’ equity and cash flows for each of the two years then ended. Our audits also include the consotidated
financial statement schedule listed in item 15(a). These consolidated financial statements and financial statement
schedule is the responsibility of the Company’s management. Qur responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the conselidated financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 31, 2007 and 2006, and the results of its operations and its cash
flows for each of the two years in the period ended December 31, 2007, in conformity with U.S. generally accepted
accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to
the basic consolidated financial statements taken as a whole, presents fairly in all material respects the information
set forth therein,

We have also audited the reclassifications to the 2005 statement of operations and stockholders’ equity to
retrospectively apply the accounting for discontinued operations with no effect on the net income or stockholders’
equity, as discussed in Note 4 to the consolidated financial statements. In our opinion, such reclassifications are
appropriate and have been properly applied. We were not engaged to audit, review or apply any procedures to the
2005 consolidated financial statements of the Company other than with respect to the reclassifications and,
accordingly, we do not express an opinion or any other form of assurance on the 2005 consolidated financial
statements taken as a whole.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company’s internal control over financial reporting as of December 31, 2007, based on criteria
established in /nternal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO) and our report dated March 17, 2008 expressed an unqualified opinion on the
Company’s internal control over financial reporting.

/s McGLADREY & PULLEN, LLP

Irvine, California
March 17, 2008
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of Autobytel Inc.:

In our opinion, the consolidated balance sheet as of December 31, 2005 and the related consolidated
statements of operations and comprehensive income (loss), statements of stockholders’ equity and statements of
cash flows for each of two years in the period ended December 31, 2003, before the effects of the adjustments to
retrospectively reflect the discontinued operations described in Note 4, present fairly, in all material respects, the
financial position of Autobytel Inc. and its subsidiaries at December 31, 2005, and the results of their operations and
their cash flows for each of the two years in the period ended December 31, 2005, in conformity with accounting
principles generally accepted in the United States of America (the 2005 financial statements before the effects of the
adjustments discussed in Note 4 are not presented herein). In addition, in our opinion, the financial statement
schedule, for each of the two years in the period ended December 31, 2005 presents fairly, in all material respects,
the information set forth therein when read in conjunction with the related consolidated financial statements before
the effects of the adjustments described above. These financial statements and financial statement schedule are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements and financial statement schedule based on our audits. We conducted our audits, before the effects of the
adjustments described above, of these statements in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

We were not engaged to audit, review, or apply any procedures to the adjustments to retrospectively reflect the
discontinued operations described in Note 4 and accordingly, we do not express an opinion or any other form of
assurance about whether such adjustments are appropriate and have been properly applied. Those adjustments were
audited by other auditors.

/s/ PricewaterhouseCoopers LLP

Irvine, California
March 16, 2006
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AUTOBYTEL INC.

CONSOLIDATED BALANCE SHEETS
{Amounts in thousands, except share and per share data)

December 31, December 31,
2007 2006
ASSETS
Current assets:
Cash and cash equivalents...........c.cocoinirtieie et $ 27,601 $ 22,743
Restricted cash and cash equivalents .........cccoceceeerereoiicniniiiiiieeeeeeeenes — 360
Short-term INVESIMENIS .......ocovivveieceeeeeeceee e ettt e ere e eeeee e e e sresneent 686 3,000
Accounts receivable, net of allowances for bad debts and customer credits
of $534 and $798, 1eSPECHVELY.....cceeiverree e 11,692 17,250
Prepaid expenses and other current assets...........cocooviivniecceneeeee e 1,739 1,819
Assets held for 5ale ...t e e et 17,160 2
Total CUMTENE ASSELS ...evvveieriier it sttt s 58,878 45,174
Property and eqQUIPMENT, NEL.....ccoiieiiieiiiiie ettt se e s ne e 10,757 7,954
GOOAWiLL ... ettt et e ee e aeemeese e e eresresrenaresresrenas 52,074 . 70,697
Acquired intangible assets, ME.........cccvovvrireeieiee e srs s anaee 303 674
OHNEE ASSES...cvrvrrs e e erer s e e e e v e s e sab s abestae seseraeerresrarareesatassassseratetssenneensenesons T 144 197
TOtAl ASSCIS <ovvviiriieeereeereeeteei et sesvcsnrersrerseseesteesssesbnestssatsamtesatermtanteans $ 122,156 $ 124,696
LIABILITIES, MINORITY INTEREST AND
STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts PaAYADIE ... e e § 5852 5 9271
ACCIUC CXPEIISES .eveicviiriitieitee e e e e eemeecssesesssesseseseneesseseenseeasesnsernserneansasas 6,470 7,607
DEferTed TEVEIUES .....oiiririiierierreienisssererie e e e e e e rrsseret s sssateessssnsesssnsesssnnsnnes 1,749 2,138
Other current Habilities ..........cooooiiee ettt e e e e e s ereranrae s 1,199 1,090
Current liabilities held for sale........cooviiiviicin e 193 393
Total CUrTEnt HABIIHIES.......oveevesres s eeeeesr v eeressrressnesasseseannssnns 15,468 20,459
Deferred rent—non-CUITENt ...........c..corrvvririririeeieeceeesecieenresre s srerseesaresarasssanns 241 195
Deferred revenue—mNON-CUITENL........ccccvieiciieiiivnrererirresierrrresaesssssesssssrassssssassssns 195 —
Total HabilItIES.........oociiiiiicriiiitie e tee e st ee e e 15,904 20,694
MiNOTItY INTETESE ....ovitiiiitieece et e — 184

Commitments and contingencies (Note 6)
Stockholders® equity:
Preferred stock, $0.001 par value; 11,445,187 shares authorized; none
OUSLANTMIEZ ..o e et e bbbt e s e e e e e eeenes — —
Common stock, $0.001 par value; 200,000,000 shares authorized;
43,788,633 and 42,665,840 shares issued and outstanding,

FESPECHIVELY oo 44 43
Additional paid-in capital..............ccoooooiii e 296,964 289,862
Accumulated other comprehensive income — securities available-for-sale... 686 —
Accumulated defiCit ..o (191,442) (186,087)

Total stockholders’ equILY ......ooovvvecceccirriireerisc et 106,252 103,818
Total liabilities, minority interest and stockhelders’ equity ................ $ 122,156 £ 124,696

The accompanying notes are an integral part of these consolidated financial statements.
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AUTOBYTEL INC.

| CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
| (Amounts in thousands, except share and per share data)

Years Ended December 31,

2007 2006 2005
REVEIIIES ....oooeieiicieieitieeiterere e ss e sr e s seeat s ar s st nesn e nsaratanss $ 84385 § 85102 § 97,002
Costs and expenses:
oSt Of TEVEIUES ... eeeterrr e snresa s e s nrr s sbma s b e e ae 52,448 47,653 45,271
Sales and MAarketing ......coevererrrrsrecereeccccecece e ees 21,474 20,128 19,880
Technology SUPPOrt........oooviveien e s e 18,119 17,476 16,274
General and adminiStratiVe .......ovvecieeicimennrireeee e 27,065 38,416 29,329
Amortization of acquired intangible assets ... 464 1,209 1,308
i Paient litigation settlement..........cocvviiiniinnisninis e (12,000) —_ —
Total costs and EXPenses........ccveviiiiiiciiiici i 107,570 124,882 112,062
OPETANG LOSS ..uvurucverirrermereecrereerreeeercre e cesesesebb s (23,185) (39,780) (15,060)
Interest and Other HICOIMIE ..vvvvrivveierorrrrrieeieeeieeaeeeeeeeressssrssssanaseaesssasennes 5,906 2,367 3,821
| Foreign currency exchange 10ss.........couvmvmceimmiiiin (N —
Loss from continuing operations before income taxes and
IHAOGTILY IIEELEST ...vvivrreiiieieie e (17,286) (37.413) (11,239)
Income taxes BENefit....viiiiciiriiiccircrcreee e s ere s oo eneens — 107 37
MINOLILY IEELEST ...ovveveeverevreeeresreneerereeneererreemeemeeemeamermeaessssssranssssanasassnses — 1) (249)
Loss from continuing Operations.........cooovvvevninneenesiernreris s ienes (17,286) (37,327) (11,451)
Income from discontinued Operations .........cccoooveeciinceninennn 11,931 5,859 5,193
; INEELOSS ....vviveeiereverasee e et mss bbb e $ (5355 § (31,468) § (6,258)
Loss per share from continuing operations: Basic and Diluted .............. $ (040) § (088 § (0.27)
Net loss per share: Basic and Diluted ..o $ (012) § (074§ (0.15)
- Comprehensive loss:
' INEELOSS 1uvvieiiereriieieiree et e et et e e b e st s es e sm e s sre e e neanenens $ (5355) % (31468) § (6,258)
Foreign currency translation adjustment ...................ccociinnnnnnnn — — (566)
Reclassification of foreign cumulative translation adjustment for
liquidation of Autobytel. Europe recognized in net loss ........... — —_ (1,533)
Unrealized gain from available for sale securities .........cocoeeenene. 686 — —
! Comprehensive l0SS... ... vrrermiercrcccmienececceeceene et nenis $ (4,669) $ (31,468) $ (8,357)

The accompanying notes are an integral part of these consolidated financial statements.
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AUTOBYTEL INC,

CONSOLIDATED STATEMENTS OF STOCKHOLDERS?’ EQUITY
{Amounts in thousands, except share and per share data)

Accumulated
Common Stock Additional Other
Number of Paid-In Comprehensive  Accumulated
Shares Amount Capital Income (Loss) Deflcit Total
Balance, December 31, 2004 ...... 41905848 % 42 % 282,287 $ 2,099 $§ (148361) % 136,067

Issuance of common

stock upon ¢xercise

of stock options......... 193,304 — 499 - — 499
Issuance of common

stock under employee

stock purchase plan... 34,297 — 138 — — 138
Adjustment for fractional

shares on exchange of

Autoweb shares for

Autobytel shares ....... (39) — — = - —
Foreign currency

translation

adjustment ................. — — — (566) — (566)
Realization of foreign

cumulative

translation adjustment

for liquidation of

Autobytel.Europe ..... — — — (1,533) — (1,533)
Net 1085 ovemvrerrerirenisarissinns — — —_ — (6,258) (6,258}

Balance, December 31, 2005 ...... 42,133,410 42 282,924 — (154,619} 128,347
Issuance of common
stock upon exercise
of stock options......... 413,167 1 1,132 — — 1,133
Issuance of common
stock under employee

stock purchase plan... 119,264 — 404 ‘ — — 404
Share-based
COMPENSALION ..v1evviene — — 5,402 - — 5,402

Adjustment for fractional
shares on exchange of
Autoweb shares for

Autobytel shares ....... m — — Co— — —
NEt [088.ce e rrrererarens —_ — — — (31,468) (31,468)
Balance, December 31, 2006 ...... 42,665,840 43 289,862 —_ (186,087) 103,818

Issuance of common

stock upon exercise

of stock options......... 1,014,412 o1 2,032 — - 2,033
Issuance of common

stock under employee

stock purchase plan... 108,381 — 307 — —_— 307
Share-based
compensation ............ ot — 4,763 — — 4,763
Securities available
forsale......ccccouveean. — — - 686 — 686
Net 0SS .cveieieerivirierenans — — — — (5,355) (5,355)
Balance, December 31, 2007 ...... 43,788,633 § 44 $ 296,964 $ 686 $ (191442) § 106,252

The accompanying notes are an integral part of these consolidated financial statements.




AUTOBYTEL INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands, except share data)

Years Ended December 31,

2007 2006 2005
Cash flows from operating activities:
Net loss .. 5 (5,355) 3 (31,468) § (6,258)
Ad_]ustmcnts to reconc:le net Ioss to net cash used in operatmg actwmes
Depreciation and amortization .. 3,648 2,171 1,999
Amortization of acquired mtanglble assets 507 1,515 1,998
Provision for bad debt .. 401 391 906
Provision for customer credlls 1,321 1,645 2,816
Write-off of capitalized mtemal use soﬂware 264 —
{Gain} loss on disposal of property and equ;pmcm (1} 111 163
(jain on sale of investment in Autobytel Japan... (3,985) — —
Gainonsale of AlC......oiicecrraees (2,762} — —
Gain on sale of RPM BUSINESS........c..cuoeeeneivevec st ccseresirereserenssmnsssnansnscanssssesenss (3,576} — —
Share-bascd cOMPENSAON .....c.c.cvei et 4,753 5397 —
Minority interest .. — 2} 249
Foreign currency cxchnnge 1oss (gam) 7 (22) (1,533)
Changes in assets and liabilities, net of the eﬂ'ects of' dlscontmued operations:
Accounts receivable... 1,457 {244) (4,790)
Prepaid expenses and other currcnl assets .. 141 635 {92)
Qther assets.. 52 {73) (%
Accounts payab]e {2,535) 2,754 (175)
ACCTUEH EXPEIISES w.vcvrersierrimreerereneeastrans e st b b ba bbb s b s bbb R bbb g sent e (757) (Y] (713)
Deferred revenues.......ccoooveeerceine e (391) (1,364) (142)
Accrued domestic restructuring ........vee.. - = (74)
Other current liabilities........cocovueeeeee 167 (512) 410y
Net cash used in operating activities ..o (6.508) (18,783) (6,125)
Cash flows from investing activities:
Maturities of short-term investments . e eer et R e LA SR E PR bR e Er e s TR e m b e 3,000 14,998 21,600
Purchases of short-term and Iong—lerm mvestmcnts - (2,998) (8,100)
Distribution of foreign investment .. 354 — 7,941
Change in restricted cash and cash equwalems 97 {121)
Purchases of property and equipment ... (1,647) (5,282) (2,809)
Proceeds from sale of property and equipmcnl..................... 2 15 935
Proceeds from sale of investment in Autcbytel Japan........... 3,985 - —
Proceeds from sale of AIC ... 2,573 — —
Proceeds from sale of RPM DUSINESS .......ooceineee it e e e st 7,343 — —
Net cash provided by investing activities ... messieitstisssnras 9,610 6,636 18,606
Cash flows from financing activities:
Distribution to minority interest shareholder... (184) — (4,052)
Net proceeds from exerctse of stock options and awards |ssued under lhe employee
SEOCK PUITHASE PIANL ....ccovcerce it b rtsarsvantsanss e s se s sa s sas et st ssnesan s 2,340 1,537 637
Net cash providcd by (used in) financing ACUVILES ..o v 2,156 1,537 (3415
Net increase {decrease) in cash and cash equivalents ... v 4,858 (10,610) 9,066
Cash and cash equivalents, beginning of period 22,743 33,353 24,287
Cash and cash equivalents, end of period ...... 3 27601 % 22,743 % 33,353
Supplemental disclosure of cash flow information:
Cash paid during the period for iNCOME tAXES.....veveuecrcssereceserriestressissisamirarsensamissnssrmsnnioesss 9 85 % 465 § 588
Supplemental disclosure of non-cash investing and financing activities:
. Non-cash investing activities in 2007 included $0.7 million of short-term investment in available for

sale securities,

The accompanying notes are an integral part of these consolidated financial statements.
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and QOperations of Autobytel

Autobytel Inc. (the “Company” or “Autobytel”) is an automotive media and marketing services company that
helps dealers sell cars and services, and manufacturers build brands through efficient marketing and advertisin
primarily throu gh the Internet. The Company owns and operates automotive Web sites, mcludmg MyRide.com
Autobytel.com®, Autoweb.com®, Car.com®, CarSmart.com®, AutoSite.com®, and CarTV.com®, The Company is
among the largest automotive shoppmg coment networks and reaches mllllons of Internet visitors as they shop for
vehicles and make their vehicle buying decisions.

The Company is a Delaware corporation incorparated on May 17, 1996. Its principal corporate offices are
located in Irvine, California. The Company’s common stock is listed on The NASDAQ Global Market under the
symbol ABTL.

From its inception through December 31, 2002 and for the years ended December 31, 2007, 2006 and 2005,
the Company has experienced annual operating losses and has an accumulated deficit of $191.4 million as of
December 31, 2007. The Company believes current cash and cash equivalents are sufficient to meet anticipated cash
needs for working capital and capital expenditures for at least the next 12 months. The Company’s results of
operations and financial condition may be affected by its dependence on, and the general economic conditions of,
the automotive industry.

2. Summary of Significant Accounting Policies
Basis of Presentation

The accompanying consolidated financial statements include the accounts of the Company and its wholly and
majority owned subsidiaries,

Investments in entities in which the Company has the ability to exercise significant influence, but not control,
are accounted for using the equity method. Prior to March 31, 2004, the Company accounted for its investment in
Autobytel.Europe under the equity method. On March 31, 2004, the Company adopted FASB Interpretation (“FIN”)
46(R), “Consolidation of Variable Interest Entities,” and determined it was the primary beneficiary of
Autobytel. Europe. As a result of this adoptien, the Company consolidated Autobytel. Europe’s balance sheet and its
results of operations starting on April 1, 2004. The Company owned 49% of Autobytel Europe. In December 2003,
the owners of Autobytel. Europe agreed to dissolve the company, which was completed in February 2007
(see Note 5).

All intercompany transactions and balances have been eliminated in consolidation.

The Company sold certain assets and liabilities of its Automotive Information Center (“AIC”) data operations,
its former vehicle price and specification business, on January 31, 2007. The Company also sold its wholly-owned
subsidiary, Retention Performance Marketing, Inc., which was in the business of providing customer loyalty and
retention marketing programs (“RPM”}, on June 30, 2007, In January 2008, the Company sold certain assets and
liabilities of its AVV Inc. (“AVV"”) business, its former software applications and services and data extraction
business. Accordingly, the AIC operations, RPM and AVYV businesses are presented in the consolidated financial
statements as discontinued operations. As discontinued operations, revenues and expenses of the AIC operations,
RPM and AVV businesses have been aggregated and stated separately from the respective captions in continuing
operations in the Condensed Consolidated Statements of Operations. Expenses included in discontinued operations
are direct costs of the AIC operations, RPM and AVV businesses that will be eliminated from future operations as a
result of the sale of the AIC operations, RPM and AVV businesses. Assets and liabilities that were included in the
sale of the AVV business and AIC operations have been aggregated and classified as held for sale under current
assets and current liabilities, in the Company’s Condensed Consolidated Balance Sheets as of December 31, 2007
and 2006, respectivety.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Use of Estimates in the Preparation of Financial Siatements

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires the Company to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Significant estimates include, but are not
limited to, allowances for bad debts and customer credits, useful lives of depreciable assets, accrued liabilities and
valuation allowance for deferred tax assets. Actual results could differ from those estimates.

Cash and Cash Equivalents

For purposes of the consolidated balance sheets and the consolidated statements of cash flows, the Company
considers all highly liquid investments with an original maturity of three months or less at the date of purchase to be
cash equivalents. Domestic cash and cash equivalents represent amounts held by the Company for use by
the Company.

Restricted Cash and Cash Equivalents

Restricted cash and cash equivalents represent amounts held for use in Autobytel. Europe’s current operations
as directed by Autobytel. Europe and are not available to the Company.

Short-Term [nvestments

The Company categorized its equity securities as Available-for-Sale and its debt securities as held-to-maturity
investments in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 115, “Accounting for
Certain Investments in Debt and Equity Securities.” All held-to-maturity securities with remajning maturities of less
than one year are classified as short-term investments. The Company had no long-term investments as of
December 31, 2007 and 2006.

The Company reviews its investments in equity and debt securities for potential impairment on a regular basis.
As part of the evaluation process of individual securities classified as available-for-sale or held-to-maturity, the
Company reviews factors such as the length of time and extent to which fair value has been below cost basis, the
financial condition of the issuer and the Company’s intent and ability to hold the investment for a period of time
which may be sufficient for anticipated recovery in market value. The Company will record an impairment loss on
investments for any other-than-temporary decline in fair value of these investments below their cost basis. For the
years ended December 31, 2007, 2006 and 2005, the Company did not record any impairment losses that were
related to other-than-temporary decline in fair value of its debt or equity securities.

Accounts Receivable

Credit 15 extended to customers based on an evaluation of the customer’s financial condition, and when credit
is extended, collateral is generally not required. Interest is not normally charged on receivables.

Allowances for Bad Debis and Customer Credits

The allowance for bad debts is an estimate of bad debt expense that could result from the inability or refusal of
customers to pay for services. Additions to the estimated allowance for bad debts are recorded to general and
administrative expenses and are based on factors such as historical write-off percentages and the current aging of
accounts receivable. Reductions in the estimated allowance for bad debts are recorded as a decrease in general and
administrative expenses. As specific bad debts are identified, they are written-oft against the previously established
estimated allowance for bad debts and have no impact on operating expenses.

The allowance for customer credits is an estimate of adjustments for services that do not meet the
requirements of customers of the Company. Additions to the estimated aliowance for customer credits are recorded
as a reduction in revenue and are based on the Company’s historical experience of: (i) the amount of credits issued;
(i1) the length of time after services are rendered that the credits are issued; and (iii) other factors known at the time.
Reductions in the estimated allowance for customer credits are recorded as an increase in revenues. As specific
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

custorner credits are identified, they are written-off against the previously established estimated allowance for
customer credits and have no impact on revenues.

Fair Value of Financial Instruments

The Company’s financial instruments, including cash, cash equivalents, accounts receivable and accounts
payable are carried at cost, which approximates their fair value because of the short-term maturity of
these instruments. '

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of
cash, cash equivalents, short-term investments and accounts receivable. Cash, cash equivalents and short-term
investments are primarily maintained with three financial institutions in the United States. Deposits held by banks
may exceed the amount of insurance provided for such deposits. Generally these deposits may be redeemed upon
demand. Accounts receivable are primarily derived from fees billed to automotive dealers and automotive
manufacturers. The Company generally requires no collateral to support customer receivables and maintains an
allowance for bad debts for potential credit losses. :

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation is
provided using the straight-line method over the estimated useful lives of the respective assets, generally three years.
Amortization of leasehold improvements is provided using the straight-line method over the shorter of the remaining
lease term or the estimated useful lives of the improvements, Repair and maintenance costs are charged to operating
expenses as incurred. Gains or losses resulting from the retirement or sale of property and equipment are recorded as
operating income or expenses, respectively.

The Company evaluates the carrying value of property and equipment for impairment in accordance with
SFAS No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets.” The Company records impairment
losses on long-lived assets used in operations when events and circumstances indicate that long-lived assets might
be impaired and the undiscounted cash flows estimated to be generated by those assets are less than the carrying
amounts of those assets. The impairment recognized is the difference between the fair value of the asset and its
carrying amount. The Company did not record any impairment losses on its property and equipment in 2007, 2006
and 2005.

Operating Leases

The Company leases office space, certain office equipment and a domain name under operating lease
agreements which ¢xpire on various dates through 2011, with options to renew on expiration of the original lease
terms, Certain of the lease agreements contain rent holiday provisions, Rent holidays are considered in determining
straight-line rent expense from the date the Company takes possession of the property to the end of the initial lease
term, with differences between rent expense and rent paid recorded as deferred rent liabilities on the Consolidated
Balance Sheets. The lease term begins on the date of initial possession of the leased property for purposes of
recognizing rent expense on a straight-line basis over the term of the lease. Lease renewal periods are considered on
a lease-by-lease basis and are generally not included in the initial lease term.

Capitalized Internal Use Software and Web site Development Costs

The Company capitalizes costs, including share-based compensation costs, to develop internal use software
under the provisions of Statement of Position (*SOP”} 98-1, “Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use.” The Company capitalizes Web site Development Costs under Emerging
Issues Task Force (EITF} Issue No. 00-2, “Accounting for Web Site Development Costs” and SOP 98-1. SOP 98-1
and EITF Issue 00-2 require the capitalization of external and internal computer software costs and Web site
development costs, respectively, incurred during the application development stage. The application development
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stage is characterized by software design and configuration activities, coding, testing and installation. Training and
maintenance costs are expensed as incurred while upgrades and enhancements are capitalized if it is probable that
such expenditures will result in additional functionality. Capitalized internal use software development costs are
amortized using the straight-line method over an estimated useful life of three years. Capitalized Web site
development costs, once placed in service, will be amortized using the straight-line method over the estimated
useful life. These costs are subject to periodic reviews and evaluations for indications that the software may no
longer be expected to provide any service potential or placed in service for its intended use.

Goodwill and Intangible Assets

Goodwill represents the excess of the purchase price for business acquisitions over the fair value of
identifiable assets and liabilities acquired. The Company uses estimates and makes assumptions to determine the fair
value of acquired assets and liabilities.

The Company evaluates the carrying value of enterprise goodwill for impairment in accordance with SFAS
No. 142, “Goodwill and Other Intangible Assets.” Under SFAS No. 142, goodwill is tested for impairment by
comparing its fair value to its carrying value. Testing for impairment of goodwill is a two-step process. The first step
requires the Company to compare the enterprise’s carrying value to its fair value. If the fair value is less than the
carrying value, enterprise goodwill is potentially impaired and the Company then completes the second step to
measure the impairment loss, if any. The second step requires the calculation of the implied fair value of goodwill
by deducting the fair value of all tangible and intangible net assets from the fair value of the reporting unit. If the
implied fair value of goodwill is less than the carrying amount of enterprise goodwill, an impairment loss is
recognized equal to the difference. The Company evaluates enterprise goodwill, at a minimum, on an annual basis
and whenever events and changes in circumstances suggest that the carrying amount may not be recoverable. In
June 2007, Autobytel perfomfed an annual impairment test of enterprise goodwill and concluded that enterprise
goodwill was not impaired.

Intangible assets with identifiable lives are amortized on a straight-line basis over their estimated useful life.
Amortization is charged to operating expenses. The Company evaluates the carrying value of these intangible assets
for impairment in accordance with SFAS No. 144.

The decrease in the carrying amount of goodwill of $18.6 million represents the allocation of goodwill
associated with the dispositions of the RPM and AVV businesses (see Note 4).

Loss Contingencies

In conformity with accounting principles generally accepted in the United States of America, the Company
establishes an accrual for an estimated loss contingency when it is both probable that an asset has been impaired or
that a liability has been incurred and the amount of the loss can be reasonably estimated. Any legal fees expected to
be incurred in connection with a contingency are expensed as incurred.
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Revenue Recognition

The Company classifies revenues as lead fees, advertising, and other.
Revenues from continuing operations by groups of similar services are as follows:

Years Ended December 31,
2007 2006 2005
(in thousands)

Revenues:
LA FEES oot ettt b b e $ 67386 § 6749 3§ 77,513
AGVETHISING ..o bbb 16,885 17,505 19,207
01 1T U U U T 114 101 282
TOLA] TEVEIIUES 1eevsveeeeermneenrnrerssaresaseeasemteseemtesssaseeeseassnsssasneesssssesssans $ B4385 § 85102 § 97,002

The Company recognizes revenues earned as defined by Staff Accounting Builetin (“SAB”) No. 104,
“Revenue Recognition,” and EITF Issue 00-21, “Revenue Arrangements with Multiple Deliverables.” SAB No. 104
considers revenue realized after all four of the following criteria are met: (i) persuasive evidence of an arrangement
exists, (ii) delivery has occurred or services have been rendered, (iii) the seller’s price to the buyer is fixed or
determinable and {iv) collectability is reasonably assured.

Lead fees consist of car buying purchase request fees for new and used cars, and finance request fees. Fees for
car buying purchase requests are paid by retail dealers, enterprise dealers and automotive manufacturers or their
automotive buying service affiliates who participate in the Company’s online car buying referral networks.
Enterprise dealers consist of (i) dealers that are part of major dealer groups with more than 25 dealerships with
whom the Company has a single agreement and (ii) dealers that are eligible to receive purchase requests from the
Company as part of a single agreement with an automotive manufacturer or its automotive buying service affiliate.
Fees paid by customers participating in the Company’s car buying referral networks are comprised of monthly
subscription and/or transaction fees for consumer leads, or purchase requests, which are directed to participating
dealers. These monthly subscription and transaction fees are recognized in the peried service is provided.

Lead fees also include fees paid by retail dealers, finance request intermediaries, and automotive finance
companies who participate in the Company’s Car.com finance referral network. Customers participating in the
Company’s Car.com finance referral network pay ongoing monthly subscription fees or transaction fees based on
the number of finance requests provided to them each month. The fees are recognized in the period service
is provided.

Advertising revenues represent fees from automotive manufacturers and other advertisers who target car
buyers during the research, consideration and decision making process on the Company’s Web sites, as well as
through direct marketing offerings. Advertising revenues are recognized in the period the advertisements are
displayed on the Web sites.

Other revenues include fees from classified listings for used cars, internet sales training and other products and
services. Fees from other products and services are recognized as products are delivered or services are provided.

Fees billed prior to providing services are deferred, as they do not satisfy all of the revenue recognition criteria
in SAB No. 104. Deferred revenues are recognized as revenue over the periods services are provided or purchase
requests are delivered.

In accounting for multiple-element arrangements, one of the key judgments to be made is the accounting value
that is attributable to the different contractual elements. The appropriate allocation of value not only impacts which
revenue stream mentioned above is credited with the revenue, it also impacts the amount and timing of revenue
recorded in the consolidated statement of operations during a given period due to the differing methods of
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recognizing revenue, Revenue is allocated to each element based on the accounting determination of the relative fair
value of that element to the aggregate fair value of all elements or alternatively deferred revenue maybe computed
based on the fair value of the undelivered elements. The fair values must be reliable, verifiable and objectively
determinable. When available, such determination is based principally on the pricing of the same elements with
unrelated parties that are not part of a multiple-element arrangement. When sufficient evidence of the fair values of
the individual elements does not exist, revenue is not allocated among them until that evidence exists. Instead, the
revenue is recognized as earned using revenue recognition principles applicable to the entire arrangement as if it
were a single element arrangement.

The Company deferred revenue of $1.1 million at December 31, 2006, in accordance with EITF Issue 00-21
under a multiple-element arrangement. The Company did not have deferred revenue under a multiple-element
arrangement at December 31, 2007. Revenue recognized under these types of arrangements totaled $1.4 million and
$0.9 million for the years ended December 31, 2007 and 2006, respectively. No revenue was recognized under these
arrangements for the year ended December 31, 2005.

Risks Due to Concentration of Significant Customers

In 2007, the Company had one automotive manufacturer which accounted for greater than 10% of total
revenues. In 2006 and 2005, no dealer, major dealer group, manufacturer, or other customer accounted for greater
than 10% of total revenues. The Company had no balances owed from any single automotive manufacturer that
accounted for more than 10% of total accounts receivable as of December 31, 2007 and 2406,

Cost of Revenues

Cost of revenues consists of lead and traffic acquisition costs and other cost of revenues. Lead and traffic
acquisition cost consists of payments made to the Company’s Internet consumier request providers, inéluding
Internet portals and online automotive information providers. Other cost of revenues consists of fees paid to third
parties for data and content included on the Company’s properties, connectivity costs, technology license fees,
development and maintenance costs, server equipment depreciation and technology amortization and compensation
related expense.

Sales and Marketing

Sales and marketing expense primarily consists of personnel and other costs associated with sales, marketing,
training and support of the Company’s dealer networks as well as advertising expenses to develop brand equity and
encourage potential customers to visit the Company’s Web sites. Sales and marketing costs are recorded as expenses
are incurred.

Technology Support

Technology support includes compensation and related costs for personnel responsible for significantly
enhancing the features, content and functionality of the Company’s Web sites, and its Internet-based
communications platform, costs associated with its telecommunications and computer infrastructure, and costs
related to data and technology maintenance. Development expenditures are expensed as incurred or capitalized in
accordance with SOP 98-1.

General and Administrative

General and administrative expense primarily consists of executive, financial, human resources and legal
personnel expenses, and costs related to being a public company. General and administrative expenditures are
expensed as incurred. Certain expenses such as rent, certain employee benefits, facility maintenance, and insurance
are allocated from general and administrative expenses to other cost categories based on employee count.
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Foreign Currency Translation

Prior to December 15, 2003, Autobytel. Europe operated in a functionat currency other than the U.S. Doltar. At
December 15, 2005, the owners of Autobytel.Europe agreed to dissolve the company. As a part of the liquidation,
the assets and liabilities were translated at the current exchange rate at December 15, 2005, while the revenue and
expenses were translated at the average exchange rate prevailing for the period between January 1, 2005 and
December 135, 2005. Subsequent to December 15, 2005, Autobytel. Europe accounted for any remaining assets,
liabilities, revenue and expenses using the U.S. Dollar. In February 2007, Autobytel. Europe was dissolved.

Income Taxes

The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for Income Taxes.”
Under SFAS No. 109, deferred income tax assets and liabilities are determined based on the differences between the
boek and tax basis of assets and liabilities and are measured using the currently enacted tax rates and laws, A
valuation allowance is recorded against deferred tax assets when it is more likely than not that such deferred tax
assets will not be realized.

Computation of Basic and Diluted Net (Loss) Income per share

Net (loss) income per share has been calculated under SFAS No. 128, “Eamings per Share.” SFAS No. 128
requires companiecs to compute earnings per share under two different methods, basic and diluted. Basic net (loss)
income per share is calculated by dividing the net (loss) incoine by the weighted average shares of common stock
outstanding during the period. Diluted net (loss) income per share is calculated by dividing the net (loss) income by
the weighted average shares of common stock outstanding during the period and dilutive potential shares of
common stock. Dilutive potential shares of common stock, as determined under the treasury stock method, consist
of shares of common stock issuable upon exercise of stock options net of shares of common stock assumed to be
repurchased by the company from the exercise proceeds.
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The following table sets forth the computation of basic and diluted net (loss) income per share from
continuing operations and discontinued operations:

Years Ended December 31,
2007 2006 2005
(in thousands, except share and per share data)

Continuing operations:

Numerator:
Net loss from continuing operations ............occcoceccenene. 3 (17,286} $ (37.327) § (11,451)
Denominator:
Weighted average common shares and denominator for
basic caleulation ... 43,413,908 42,389,050 41,956,799
Weighted average effect of dilutive securities .............. — — —
Denominator for diluted calculation..........c...c...... 43,413,908 42,389,050 41,956,799
Net loss per share from continuing operations—basic
AN IULED ...vovvevce e enes D (040) $ (0.88) 3 (0.27)
Discontinued operations:
Numerator:
Net income from discontinued operations ............c.ccown. $ 11,931 % 5,859 § 5,193
Denominator:
Weighted average common shares and denominator for
basic calculation ................cccovverir oo 43,413,908 42,389,050 41,956,799
Weighted average effect of dilutive securities ............... — - —
Denominator for diluted calculation........occcoeeeeeee 43,413,908 42,389,050 41,956,799
Net income per share from discontinued operations—basic
and IIEd ... $ 027 % 014 § 0.12
Net loss:
Numerator:
NELLOSS oottt s e 5 (5355) § (31,468) § (6,258)
Denominator:
Weighted average common shares and denominator for
basic calCUlAtION ....eeeeeiceeeeeeeer e e e v e eeeeeeeeeneeaen 43,413,908 42,389,050 41,956,799
Weighted average effect of dilutive securities ............... — —_ —
Denominator for diluted calculation..........c.oc...... 43,413,908 42,389,050 41,956,799
Net loss per share—basic and diluted........coovvveeiennnnne. s (0.12) § (0.74) § (0.15)

For the years ended December 31, 2007, 2006 and 2005, 7,897,805, 6,892,552 and 4,305,210, respectively,
antidilutive potential shares of common stock, consisting of shares issuable under employee and director stock
options and employee stock purchase plan awards, have been excluded from the calculation of diluted net loss per
share, as they represent stock options with an exercise price greater than the average market price for the period. In
addition, for the years ended December 31, 2007, 2006 and 2003, 591,045, 1,080,048 and 1,739,470, respectively,
antidilutive potential shares of common stock have been excluded from the calculation of diluted net loss per share,
as the Company incurred a net loss from continuing operations for the period.

Share-Based Compensation

Prior to 2006, the Company accounted for share-based compensation plans under the recognition and
measurement principles of Accounting Principles Board (APB) Opinion No. 25, “Accounting for Stock 1ssued to
Employees,” and related Interpretations. No compensation cost was reflected in the net loss for 2005 related to stock
options as all options granted under share-based compensation plans had an exercise price equal to the market
closing price of the underlying common stock on the date of grant.
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Effective January 1, 2006, the Company adopted SFAS No. 123(R), “Share-Based Payment,” which is a
revision to SFAS No. 123, *Accounting for Stock-Based Compensation” issued in 1995, using the modified
prospective method and therefore has not restated prior periods’ results. Under the fair value recognition provisions
of SFAS No. 123(R), the Company recognizes share-based compensation net of an estimated forfeiture rate and
therefore only recognizes compensation cost for those shares expected to vest over the service period of the
award. The fair value of each stock option award is estimated on the date of grant using the Black-Scholes option
pricing model based on the underlying common stock closing price as of the date of grant, the expected term,
expected stock price volatility, and expected risk-free interest rates. Prior to SFAS No. 123(R) adoption, the
Company accounted for share-based payments under APB Opinion No. 25 “Accounting for Stock Issued to
Employees,” and, accordingly, generally recognized no compensation expense related to share-based awards as
awards were generally granted at fair value at the date of grant and accounted for forfeitures as they occurred.

Calculating share-based compensation expense requires the input of highly subjective assumptions, including
the expected term of the share-based awards, expected stock price volatility, risk-free interest rate and expected pre-
vesting option forfeitures. The assumptions used in calculating the fair value of share-based awards represent the
Company’s best estimates, but these estimates involve inherent uncertainties and the application of management
judgment. As a result, if factors change and the Company uses different assumptions, share-based compensation
expense could be materially different in the future, [n addition, the Company is required to estimate the expected
forfeiture rate and only recognize expense for those options expected to vest, The Company estimates the forfeiture
rate based on historical experience of its share-based awards that are granted, exercised and cancelled. If its actual
forfeiture rate is matertally different from its estimate, the share-based compensation expense could be significantly
different from what was recorded in the current period.

The Company utilizes the straight-line attribution method for recognizing share-based compensation expense
under SFAS No. 123(R). For the years ended December 31, 2007 and 2006, the Company recorded share-based
compensation expense of $4.8 million or $0.11 per share, and $5.4 million or $0.13 per share, respectively. Share-
based compensation expense is included in costs and expenses in the Consolidated Statements of Operations
as follows:

Years Ended December 31,
2007 2006
(in thousands)

Share-based compensation expense:

COSt OF FEVEIMUES . ..vive et traee st ee e e s e seeecsese e s rereresseanseseseens $ 157 § 215
Sales and MArketing .........cccocvvviovnsierree e 970 1,116
Product and technology development...........cooeveeeeeeicneneninnnissinece e 785 1,018
General and admMINISIATIVE cvvveeeeee e e r e sesse s e s sabeeeeeeneeens 2,669 2,762
Share-based compensation expense included in continuing operations...... 4,581 5111
Share-pased compensation expense included in discontinued operations... 172 286
Total share-based compensation EXPEnSE. .........ccoervrerervererrieeererenieresnesiereeenns 4,753 5,397
Ameount capitalized to internal use software ........cooeeeinviniennnnld rerereneneneeen 10 5
Total share-based COMPENSATION COSIS.....cocuviricrereerirrirerieeresrerieerersaee st e eneeneees $ 4763 § 5,402
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The following table illustrates the pro forma effect on net (loss) income and net (loss) income per share as if
the Company had applied the fair value recognition provisions of SFAS No. 123 to share-based employee
compensation for the year ended December 31, 2005. (All amounts in thousands, except for per share data):

Net (loss):
AS TEPOITEU ..o eeresaesrsne s oot et s $ (6,258)
Add: Share-based employee compensation included in reported net (loss)......cococ...
Less: Share-based employee compensation determined under the fair value

Dased MEINOM .........ocoiviiieeire et eresee et sabe s e (6,703)
S e 3117 DOTRTOTR OO U OO PR $ (12,961)
Net (loss) per share—basic and diluted:
AS TEPOTLEA .. overeverereremci et sssb s e bbb sttt . $ . (0.15)
TN R (o) 41 ¢ WSO U U PP U U U PO OSSP 3 (0.31)

Prior to the adoption of SFAS No. 123(R), the Company did not record any tax benefits resulting from the
exercise of options due to uncertainty surrounding the timing of realizing the benefits of its deferred tax assets in
future periods. SFAS No. 123(R) requires the benefits of tax deductions in excess of recognized compensation cost
to be reported as a financing cash flow, rather than an operating cash flow as required under APB No. 25. Had the
Company recognized an excess tax benefit from deductions resulting from the exercise of stock options, it would
have classified the benefit as a financing cash inflow in the consolidated statement of cash flows.

Awards granted under the Company’s stock option plans were estimated to have a weighted average grant
date fair value per share of $1.97, $2.26, and $2.52 for the years ended December 31, 2007, 2006 and 2005,
respectively, based on the Black-Scholes option-pricing model on the date of grant using the following assumptions:

Years Ended December 31,

2007 2006 2005
Expected dividend yield ..o 0% 0% 0%
Expected volatility......oeeromecreiiincnnsiss 61.0% - 64.89% 73.28% - 81.04% 68.70% - 73.94%
Expected risk-free interest rate .....coocovvevoerennniservviceens 3.57% - 5.02%  4.35% - 5.07% 3.65% - 4.36%
Expected Hfe. ... " 4.36 years 4.99 years 3.50-4.99 years

The expected risk-free interest rate is based on United States treasury yield for a term consistent with the
expected life of the stock option in effect at the time of grant. Expected volatility is based on the Company’s
historical experience for a period equal to the expected life. The Company has used historical volatility because it
has a limited number of options traded on its common stock to support the use of an implied volatility or a
combination of both historical and implied volatility. Expected life is calculated using a lattice expected term model
for 2007 and 2006, which utilizes historical data to calculate future behavior. Expected life for 2005 is based on
historical exercise patterns. A dividend yield was not considered in the option-pricing formula since the Company
has not paid dividends in the past and has no current plans to do so in the future. The estimated forfeiture rate used
was based on historical experience. As requlred by SFAS No. 123(R), the Company adjusts the estimated forfeiture
rate based on actual experience.

As of December 31, 2007, there was $3.2 million of total unrecognized compensation cost, net of estimated
forfeitures, related to non-vested share-based compensation arrangements granted under share-based compensation
plans. The cost is expected to be recognized over a weighted-average period of 1.6 years using the straight-line
attribution method.
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Awards issued under the employee stock purchase plan were estimated to have a weighted average fair value

per award of $0.79, $0.93, and $1.09 for the years ended December 31, 2007, 2006, and 2005, respectively, based on
the Black-Scholes option-pricing model and the following assumptions;

Years Ended December 31,

2007 2006 2005
Expected dividend yield.......cccococcnimnnivinnccienieenee. 0% 0% 0%
Expected volatility ......ocoovvvieiinnnciccscriccnnicncneneeee,. 47.00% - 48.93%  53.42%-53.51% 44.95% - 77.97%
Expected risk-free interest rate...............vivnnn 4.96% - 5.15% 4.60% - 5.18% 2.99% - 3.69%
Expected life ........cccceierenenne e, 6 months 6 months 1.4 - 6 months

The expected risk-free interest rate is based on United States treasury yield for a term consistent with the
expected life of the award in effect at the time of grant. Expected volatility is based on the Company’s historical
experience for a period equal to the expected life. Expected life is based on the term of the offering period. A
dividend yield was not considered in the option-pricing formula since the Company has not paid dividends in the
past and has no current plans to do so in the future. The estimated forfeiture rate used was based on historical
experience. As required by SFAS No. 123(R), the Company adjusts the estimated forfeiture rate based on
actual experience.

As of December 31, 2007, there was $7,000 of total unrecognized compensation cost related to options
granted under the employee stock purchase plan. The cost is expected to be recognized over ! month using the
straight-line attribution method.

Business Segment

The Company conducts its business within one business segment which is defined as providing automotive
media and marketing services.

Recently Adopted Accounting Pronouncements

In June 2006, FASB’s EITF reached a consensus on Issue No. 06-3, “How Taxes Collected from Customers
and Remitted to Governmental Authorities Should be Presented in the Income Statement”. EITF Issue 06-3 provides
accounting guidance regarding the presentation of taxes assessed by a governmental authority on a revenue
producing transaction between a seller and a customer such as sales and use taxes. EITF Issue 06-3 was effective for
fiscal years beginning after December 15, 2006. The adoption did not have a material effect on the Company’s
consolidated financial position or results of operations.

In July 2006, FASB issued FIN 48 “Accounting for Uncertainty in Income Taxes—an Interpretation of FASB
Statement No. 109 which prescribes a recognition threshold and measurement process for recording in the financial
statements uncertain tax positions taken or expected to be taken in a tax return. FIN 48 requires that a company
recognize the financial statement effects of a tax position when there is a likelihood of more than 50 percent, based
on the technical merits, that the position will be sustained upon examination. It also provides guidance on the
derccognition, classification, interest and penalties, accounting in interim periods, disclosure and transition
requirements for uncertain tax positions. The accounting provisions of FIN 48 was effective for the Company
beginning January 1, 2007, The adoption of FIN 48 did not have a material effect on the Company’s consolidated
financial position or results of operations.

Accounting Pronouncements Not Yet Adopted

In June 2006, FASB’s EITF reached a consensus on Issue No. 06-1, “Accounting for Consideration Given by
a Service Provider to Manufacturers or Resellers of Equipment Necessary for an End-Customer to Receive Service
from the Service Provider”. EITF Issue 06-1 provides guidance on the accounting for consideration given to third
party manufacturers or resellers of equipment which is required by the end-customner in order to utilize the service
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from the service provider. EITF Issue 06-1 is effective for fiscal years beginning after June 15, 2007 and its adoption
is not expected to have a material effect on the Company’s consolidated financial position or results of operations.

In September 2006, FASB issucd SFAS No. 157, “Fair Value Measurements.” SFAS No. 157 defines fair
value, establishes a frame work for measuring fair value and expands disclosure about fair value measurements.
SFAS No. 157 does not require new fair value measurements but provides guidance on how to measure fair value by
providing a fair value hierarchy used to classify the source of information. SFAS No. 157 is effective for fiscal years
beginning after November 15, 2007. However, on February 12, 2008, the FASB issued FASB Staff (“FSP”) FAS
No. 157-2 which delays the effective date for all non-financial assets and liabilities except those that are recognized
or disclosed at fair value in the financial statements on a recurring basis (at least annually). FSP 157-2 defers the
effective date of SFAS No. 157 to fiscal years beginning after November 15, 2008, and interim periods within the
fiscal years for items within the scope of this FSP. Effective for 2008, the Company will adopt SFAS No. 157,
except as it applies to those non-financial assets and non-financial liabilities as noted in FSP FAS 157-2. The
Company does not expect it to have a material effect on its consolidated financial position, results of operations or
cash flows.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities—Including an amendment of FASB Statement No. 115.” SFAS No. 159 permits entities to choose to
measure many financial instruments and certain other items at fair value that are not currently required to be
measured at fair value. Subsequent measurements for the financial instruments and liabilities an entity elects to fair
value will be recognized in earnings. SFAS No. 159 also establishes additional disclosure requirements. SFAS
No. 159 is effective for fiscal years beginning after November 15, 2007, with early adoption permitted provided the
entity also elects to apply the provisions of SFAS No. 157. The Company does not expect its adoption to have a
material effect on its consolidated financial position or results of operations

The FASB issued SFAS No. 141R (revised 2007), “Business Combinations.” which significantly changes the
financial accounting and reporting of business combination transactions. SFAS No. 141R requires the acquiring
entity in a business combination to recognize all (and only) the assets acquired and liabilities assumed in the
transaction and establishes the acquisition-date fair value as the measurement objective for all assets acquired and
liabilities assumed in a business combination. Certain provisions of this standard will, among other things, impact
the determination of acquisition-date fair value of consideration paid in a business combination {including
contingent consideration); exclude transaction costs from acquisition accounting; and change accounting practices
for acquired contingencies, acquisition-related restructuring costs, in-process rescarch and development,
indemnification assets, and tax benefits. For the Company, SFAS No. 141R is effective for business combinations
occurring after December 31, 2008. The Company is currently evaluating the future impacts and disclosures of
this standard.

In December 2007, the FASB issued Statement of Financial Accounting Standards (“SFAS™) No. 160,
“Noncontrolling Interests in Consolidated Financial Statements.” SFAS No. 160 amends Accounting Research
Bulletin (“ARB™) No. 51, “Consolidated Financial Statements” and establishes accounting and reporting standards
for the noncontrolling interest (minority interest) in a subsidiary. This statement requires the reporting of all
noncontrotling interests as a separate component of stockholders’ equity, the reporting of consolidated net income
(loss) as the amount attributable to both the parent and the noncentrolling interests and the separate disclosure of net
income (loss) attributable to the parent and to the noncontrolling interests. In addition, this statement provides
accounting and reporting guidance related to changes in noncontrolling ownership interests. Other than the reporting
requirements described above which require retrospective application, the provisions of SFAS No. 160 are to be
applied prospectively in the first annual reporting period beginning on or after December 15, 2008, As of
December 31, 2007 and 2006, the Company had no noncontrolling interests on its consolidated financial statements.
The Company is currently evaluating the impact of this standard, but would not expect it to have a material impact
on its consolidated financial statements.

In December 2007, the FASB ratified the EITF consensus on EITF Issue No. 07-1, “Accounting for
Coliaborative Arrangements” that discusses how parties to a collaborative arrangement (which does not establish a
legal entity within such arrangement) should account for various activities. The consensus indicates that costs
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incurred and revenues generated from transactions with third parties (i.c. parties outside of the collaborative
arrangement) should be reported by the collaborators on the respective line items in their income statements
pursuant to EITF Issue No. 99-19, “Reporting Revenue Gross as a Principal Versus Net as an Agent.” Additionally,
the consensus provides that income statement characterization of payments between the participants in a
collaborative arrangement should be based upon existing authoritative pronouncements; analogy to such
pronouncements if not within their scope; or a reasonable, rational, and consistently applied accounting policy
election. For the Company, EITF Issue No. 07-1 is effective beginning January 1, 2009 and is to be applied
retrospectively to all periods presented for cotlaborative arrangements existing as of the date of adoption, The
Company is currently evaluating the impact of this standard on its consolidated financial statements.

Reclassifications

Certain reclassifications have been made to prior years’ information to conform to the current year
presentation. These reclassifications primarily relate to the discontinued operations of the RPM and AVV businesses
and the reclassification of licensing fees from revenue to other income.

3.  Selected Balance Sheet Accounts
Short-Term and Long-Term Investments

As of December 31, 2007 and 2006, the amortized cost basis, aggregate fair value, unrealized gains and losses
by security type were as follows:

Available-for-sale securities consist of the following:

Gains in Loss in
Accumulated Accumulated
Other Other
Estimated Comprehensive Comprehensive
Fair Value Income Income

(in thousands)
December 31, 2007:
Short-term investments, available for sale:
EQUILY SECUMLIES ....oovemieireir et esesssves e $ 686 § 686 3§ —

Total as of December 31, 2007 ... 686 § 686 % —

Held-to-maturity securities consist of the following:

Amortized Aggregate Unrealized Unrealized
Cost Basis Fair Value Gains Losses

{in thousands)
December 31, 2006:
Short-term investments, held-to-maturity:
Government sponsored agency bonds........................ $ 3,000 $ 2993 § — §

Total as of December 31, 2006.......cc.ccoveverieverennen A 3,000 % 2,993 § — ¥
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Accounts Receivable, Net of Allowances for Bad Debis and Customer Credits

As of December 31, 2007 and 2006, accounts receivable and allowances for bad debts and customer credits
were as follows:

As of December 31,

2007 2006
(in thousands)
ACCOUNLS FECEIVADIE . oo i ettt s e et e et eesee e e e eba et $ 12226 § 18,048
Less: ‘
Allowance for bad debts........ov oo (329) (529)
Allowance for CUStOMET CTeAitS. . cuvrcreerer e s (205) (269)
(534) (798)
Accounts receivable, Nl ..o $ 1692 § 17,250
Property and Equipment
Property and equipment consists of the following:
AS of December 31,
2007 2006
(in thousands)
Computer software and hardware ... $ 11,327 § 10,392
Furniture and equIPMENt ........cvoveerrrmrimiiirci et sbs s 1,615 1,682
Leaschold IMProVEMEntS .......ocuoveiirievirererm e ers e et s 1,574 1,342
Capitalized internal use SOfWALE .......ccoovviiiminerrcrie i 9,049 2,055
Development in PrOCESS......ccirivisnirisrminmersssmrassassessesasasessessasssesass e eessnes 93 2,630
23,658 18,151
Less—Accumulated depreciation and amortization...........cccveeeeveeeeeciirininns {12,901) (10,197}

$ 10,757 § 7,954

During 2006, the Company recorded a charge of $0.3 miilion associated with the write-off of a capitalized
internal use software project no longer being developed or expected to be placed in service for its intended use. This
charge was included in technology support expenses. As of December 31, 2007 and 2006, capitalized internal use
software, net of amortization, and development in process were $6.0 million and $2.9 million, respectively.

Depreciation and amortization expense related to property and equipment was $3.5 million, $1.9 million and
$1.8 million for the years ended December 31, 2007, 2006 and 2005, respectively.

Goodwill

In June 2007, the Company performed an annual impairment test of enterprise goodwill and concluded that
enterprise goodwill was not impaired. The decrease in the carrying amount of goodwill of $18.6 million represents
the allocation of goodwill associated with the dispositions of the RPM and AVV businesses (see Note 4).
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Intangible Assets

Intangible assets recorded as a part of acquisitions arc amortized over their estimated useful lives (weighted-
average life is approximately 3 years) and consist of the following:

As of December 31, 2007
Average
Estimated Gross Carrying Accumulated Net
Useful Lives Amount Amortization Amount
{in thousands)
Customer relationships ......ccoovoveeirrresrerieccneniiseeennnns Jyears $ 3,775 § 3,77%) § —
DOomain NAME ........occvvrreee e 5 years 836 (533) 303
TOMA] e g 4,611 §$ (4,308) $ 303
As of December 31, 2006
Average
Estimated Gross Carrying Accumulated Net
Useful Lives Amount Amaortization Amount
(in thousands)
Developed technology ........ocovevvvvee s 2years § 820 $ (820) § —
Customer relationships .....vveceervrrrevneessinisnesenescsienennn 3 years 4,375 (4,022) 353
DOMAIN NAME ......cvevevrcer e e srae e e 5 years 700 (379) 321
TOtAL .o $ 5,895 % (5,221) 8 674

During 2007, the Company added approximately $0.1 million in domain name due to the launch of
MyRide.com.

Amortization expense for the years ended December 31, 2007, 2006 and 2005 was $0.5 million, $1.5 million
and $2.0 million, respectively. Amortization expense related to acquired technology is classified as cost of revenues.
Amortization expense for the remaining lives of the intangible assets is estimated to be as follows:

Amortization
Expense

(in thousands)
2008 e ————————————— e a et bt et s e eenin $ 167
2009 e e et a b et e s e e st e e et e enensee e ereraes 68
2000 ettt s e s et se et st s et et eesesreseeReareseraeares 27
2OET it e et ara et e e r et e e e eae s bR a e eana rnes 27
20 et bbbt s e e n e en e et et e e e eeeneeteeret e aernrnen 14
b 303
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Accrued Expenses

The Company accrues expenses that are incurred and reasonably estimable based on the facts and
circumstances available. As of December 31, 2007 and 2006, accrued expenses consisted of the following:

As of
December 31,
2007 2006
- (in thounsands)
Compensation and related COSS...........co it $ 5638 $§ 40688
Professional FEES ....ocoi ittt ee e ee e s essasa sttt nn e 153 1,612
Other 2CCTREA EXPENSES.....cveriririrerrreririr e srers s sr s seseserere s s sbs b e ana s e rerenen 679 1,307
Total acCrued EXPEIISES...vvveeceieceeerrie e s s $§ 6470 § 7,607
Other Curvent Liabilities
As of December 31, 2007 and 2006, other current liabilities consisted of the following:
Asof
December 31,
2007 2006
N (in thousands) '
AMOounts dUE tO CUSEOMIETS .....vvvvierivicresserrerseesrersessesssesresreorensesnessenesssesss aosiesans h 431 . § 253
Outstanding CheCKS ..ot 272 224
Employee Denefits.........cooeiiiiecceccceci s 171 262
State INCOME taX PAYADLE ...ccoovveicreeiee et 87 99
Other current HabilIIEs ........coccooiiiiiiiiiriinrmriesnisierreseessssesessneressereressmemesis sassisane . 238 252

Total other current HADIIIES ..o o.oo oo e e cere e esrersrers s sesmanees $ 1,199 § 1,090

4.  Discontinued Operations

On January 31, 2007, the Company completed the sale of certain assets and liabilities of the AIC operations to
R.L. Polk (“Polk”) for $3.0 million. The Company received cash of $2.1 million, net of $0.4 million associated with
AIC’s deferred revenues and prepaid expenses at January 31, 2007. The balance of $0.5 million was deposited by
Polk in an escrow account and was distributed to the Company in the second quarter of 2007. As part of the
transaction, the Company received a license to use data supplied by Polk at no cost for a period of three years and
the Company licensed to Polk certain data at no cost for a period of three years and certain software at no cost in

perpetuity. The Company recognized a gain on the sale of the AIC operations of $2.8 million during the year ended
December 31, 2007.

On June 30, 2007, the Company sold its RPM business to Call Command, Inc. (“Call Command™) pursuant to
a Stock Purchase Agreement (the “RPM Agreement”) for an aggregate purchase price of $7.6 million, subject to a
working capital adjustment. Substantially ali the assets and certain liabilities of the RPM business were included in
the sale and consisted primarily of accounts receivable, prepaid expenses, certain property and equipment, intangible
assets, accounts payable and accrued expenses. The Company received cash of $7.1 million and the balance of
$0.5 million, which was deposited by Call Command in an escrow account, was distributed to the Company upon
determination of the working capital adjustment in accordance with the terms of the RPM Agreement. The Company
recognized a gain on the sale of the RPM business of $3.6 million during the year ended December 31, 2007.

On January 24, 2008, the Company completed the sales of certain assets and liabilities of its AVV data
extraction and customer relationship management software business to Dominion Enterprises (“Dominion”) for
$22.75 million in cash, plus a working capital payment of approximately $1.1 million which remains subject to
adjustment. The Company expects to record a gain of approximately $6.0 million in connection with the transaction.
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In conjunction with the dispositions of the Company’s RPM and AVV businesses, the Company entered into
Transition Services and Arrangements Agreements (“TSAASs™) whereby the Company agreed to provide certain
transition services for the RPM and AVV businesses for a period not to exceed six months and eight months,
respectively. The expected cash flows under the TSAAs do not represent a significant continuation of the direct cash
flows of the disposed RPM or AVV businesses. The Company also agreed to indemnify each of the purchasers for
pre-closing tax obligations and other pre-closing obligations and liabilities. The term of the indemnification for the
pre-closing tax obligations is based on the statute of limitation as set forth by the taxing authority. The term of the
indemnification for other obligations and liabilities generally range from | year to 3 years, with the indemnification
obligation for certain specified liabilities surviving indefinitely. The maximum indemnification obligation is the
purchase price of each transaction, subject to certain exceptions which have no indemnification limitation. Since it is
not possible to determine whether there will be any indemnification obligations in the future or the amounts thereof,
the Company cannot estimate the potential amount of future payments, if any, under these indemnification
obligations. Therefore, no liability for these indemnification obligations has been recorded.

The assets and liabilities that are included in the sale of the AVV business and AIC operations met the criteria
defined in SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” as of December 31,
2007 and 2006, respectively, and are classified as held for sale at December 31, 2007 and 2006, respectively.
Pursuant to SFAS No. 144 and EITF Issue 03-13, “Applying the Conditions in Paragraph 42 of FASB Statement
No. 144 in Determining Whether to Report Discontinued Operations,” the results of operations presented in the
Consolidated Financial Statements reflect the AIC operations and the RPM and AVV businesses as discontinued
operations for all periods presented. As discontinued operations, revenues and expenses of the AIC operations and
the RPM and AVYV businesscs have been aggregated and stated separately from the respective captions of
continuing operations in the Consolidated Statements of Operations. Expenses include direct costs of the business
that will be eliminated from future operations as a result of the sale of the AIC operations and the RPM and AVV
businesses. Assets and liabilities that are included in the sale of the AIC operations and AVV business.have been
aggregated and classified as held for sale under current assets, long-term assets and current liabilities. Current assets
are comprised of accounts receivable and prepaid expenses. Current liabilities are comprised of deferred revenues,
comrmissions payable and cther liabilities. All other references to operating results reflect the ongoing operations of
the Company, excluding the AIC operations and the RPM and AVV businesses.

The assets and liabilities attributable to the AIC operations held for sale at December 31, 2006 consist of
the following:

Year Ended
December 31, -
2006
. . ) {in thousands)
Prepaid expenses and other CUTENt ASSEtS........evviieriiiiiiiiiieic s 2
Deferred TEVEIUE ...t e sttt e e e e saesr e e et enreereenn e (393)
$ (391)
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The results of operations of the AIC operations reported as discontinued operations are summarized

as follows;

AIC STATEMENTS OF OPERATIONS
{Amounts in thousands)

Years Endc‘d December 31,

2007 2006 2005
REVEIMUES ....cocieeiiei ettt se s re et a s ne e st s v s e eaesnesererearons $ 210 § 3,087 $§ 3215
Costs and expenses: .
T T B (T T 10 154 59
Sales and MarKeting........ccvoviriiiiiniieiencree e e e 68 478 386
TeChnOLOZY SUPPOTL ...c.viiiiiiiiiiieieiie sttt et e st esb s s es s st sesb e s esesnnsneees 193 1,584 2,224
General and adminiStrative ..o 32 41 i
Total costs and EXPENSES ....cocvrvrriiriieirinrernie s e esie e 303 2,257 2,670
GAIN ON SALE .. ivvveevscvreereeevsrrisntossessnessresesosssssstestesntssrnssnesinseneersssnbesesessesnnsen 2,762 — —
Income from discontinued OPerations ........ccveevvoieerensnrenevrsesreeseseenenns $ 2,669 § 830 § 545

The results of operations of the RPM business reported as discontinued operations are summarized as follows:

- RPM STATEMENTS OF OPERATIONS
{Amounts in thousands)

Years Ended December 31,

2007 2006 2005

REVEIUES ..o ee et e et et e e e e ee e e eesesesenmessnesmnnennernseenen $ 7,145 § 14303 § 14,157
Costs and expenses:

COSE OF TEVEINLIES ..vveevvivvernvirniirniereiarevareesrssersressessnessnssanerssoresessssserssasssneen 3,346 7,825 7,145

Sales and Marketing.........cccocciiiimmrinneierec e 3,303 5,230 4,673

TechnOlOZY SUPPOT ...c..ocviiiiiiiii e s e s s st s s ssba b sasesrasass 287 1,919 2,632

General and adminiStrative .........oooooooeeeieeeeeeeee e 53 59 93

Amortization of intangible assets.........oeiirieii - 43 180 193

Total costs-and EXPENSES ........ocuciiiererieieiieereeree e 7,032 15,213 14,736

GRIN O SALE ..o e e e e as e vr e e er e et s smenmrmreereeasen 3,576 — —
Provision for iNCOME 1AXES ......coecveerieieieriereesrer e esesnesee e ssesresessesmsssmaemneesens 9 = — {65)
Income (loss) from discontinued OPerations .......c....cveercrnrervnnescrnresesernesenes $ 3,68 3% (910 § (644)
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The assets and liabilities attributable to the AVV business held for sale consist of the following:

Year Ended
December 31,
2007
{in thousands)
ACCOUNES TECEIVADIE, NMEL....viiivieieecreeceee e e e e e s e e s st s st s sassns s $ 1,328
Prepaid expenses and other current assets .......cooceveevenrireennncinrennesnennnnns 27
Property and equipment, NEL..........ccovvevniencinsinin e s sse s sseseenens 141
GOOAWIIL.....eoiiic ettt e enen 15,664
ACCOUNLS PAYADIC.....evviiivireve v v et ere e s res b sres b e rnsneres (50)
ACCTUE EXPENSES ..ottt st smn bt ns s (7
Deferred TEVENUE .......ocviiiiieii e rs s ses s e e ssssn s asas (119)
Other current Habilities .....oocooooii e (12)
3 16,962

The results of operations of the AVV business reported as discontinued operations are summarized as follows:

AVYV STATEMENTS OF OPERATIONS
{Amounts in thousands)

Years Ended December 31,

2007 2006 2005
REVEIIUES. ....cceeceeeeeeeeceete et e s e s ess bbb e sas s e bbe e e bb e sk b e s sheesbaaas shaeebbneess $ 10,559 § 11,554 § 10,723
Costs and expenses:
COSE OF FEVENMUES ....oovviiiiiiciie et ae e sae e 88 206 291
Sales and MArketing ........oooooererereeeeee et seeen 2,007 2,267 2,319
Technology SUPPOTL......o e 2,137 1,941 2,000
General and admInISITALIVE ......vvevvrvevreorsierrereesresssresarsserserstorsresesereseres 745 1,043 581
Amortization of intangible ASSetS......ccccoeiviveininerr e —_ 17 40
Total costs and EXPENSES.....ocivrersieriirr et recnns 4,977 5474 5,231
Provision fOr iNCOME tAXES.....cvvvvereerrrerrcersnnrsrineerinerrareseresssaessansesrasssas — (141) (200)
Income from discontinued OPerations.........cc.vveervervrrereererarenisrarnesesraseens $ 5582 $§ 5939 § 5292

5. International Operations

Autobytel. Europe was organized and formed in 1997 to expand the Company’s business model and operations
throughout Europe.

In December 2005, the Company received $3.9 million from Autobytel Europe as part of an agreement to
dissolve Autobytel.Europe and recognized a foreign currency exchange gain of $1.5 million.

Autobytel Europe’s total revenue for the year ended December 31, 2005 was $0.3 million. Autobytel Europe
did not generate any revenue for the years ended December 31, 2007 and 2006 as a result of the substantial
liquidation. The dissolution of Autobytel.Europe was completed in February 2007,

On October 25, 2007, the Company sold its 9.41% investment in Autobytel Japan to SBI Holdings Inc. for
approximately $4.0 million in cash. In connection with the sale, the Company entered into the 2™ Amended and
Restated License Agreement with Autobytel Japan pursuant to which the Company will provide it a perpetual,
royalty-free, non-exclusive, non-transferable license for certain intellectual property. The Company does not have
any continuing performance obligations under the license agreement. The Company’s investment in Autobytel Japan
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at the date of the sale was zero as the investment amount had been previously written down. The $4.0 million in cash
was received in November 2007 and was reported as other income in the fourth quarter of 2007.

6. Commitments and Contingencies
Operating Leases

The Company leases its facilities, certain office equipment and a domain name under operating leases which
expire on various dates through 2011. As of December 31, 2007, future minimum lease payments on leases with
non-cancelable terms in excess of one year were as follows (in thousands}):

Years Ending December 31,

LSO UT VR SOUPOTOUP OO $ 1,545
Z00D..... e ceceice e se et se et sr et r e et er et er e sa et et e A st aredmres et s et s ereseteneensnrensenns 1,477
2001000 i e et ri e e e e e T aa e ens 1,108
1) RO PO TSP UOT PSP UR RO URUR R 22
1=V L) OO ARV O VOO PO Y PODT Y OPOPION —
$ 4,152

Rent expense included in costs and expenses from continuing operations was $1.6 million, $1.6 miilion and
$1.5 million for the years ended December 31, 2007, 2006 and 2005, respectively.

Guarantees

The Company guarantees operating lease commitments related to the facility in Troy, Michigan for some of its
wholly-owned subsidiaries. The maximum guarantee amount is approximately $0.3 million which represents the
remaining commitment, through January 2012, on such operating lease arrangements as of December 31, 2007,

Employment Agreements

As of December 31, 2007, Autobytel had agreements with James E. Riesenbach, Chief Executive Officer and
President, Monty A. Houdeshell, Executive Vice President and Chief Financial Officer, Ariel Amir, Executive Vice
President and Chief Legal and Administrative Officer, Russell Bartlett, Senior Vice President, CRM and Data
Services, Mark Garms, Senior Vice President, Dealer Operations and Strategy, Jonathan Rosen, Senior Vice
President, Web Business Operations, and Mark Canon, Senior Vice President and Chief Product Officer. In the
gvent of termination, non-renewal or change of control, Mr. Riesenbach is entitled to payments of two times the sum
of his annual base salary and a bonus of 100% of base salary and benefits for twenty four months. In the event of
termination or non-renewal, Mr. Houdeshell is entitled to payments of one year base salary plus bonus of 60% of
base salary and benefits for twelve months. In the event of termination or non-renewal, Mr, Amir is entitled to
payments of one year base salary plus bonus of 50% of base salary and benefits for twelve months. Messrs.
Houdeshell and Amir are also entitled to additional severance payments in the event of a change of control. The
agreements for Messrs. Riesenbach, Amir and Houdeshell also provide that if compensation in the event of a change
of control is deemed to be parachute payments under the Internal Revenue Code, then the Company will make
additional payments to compensate for their additional tax obligations. The agreement for Mr. Riesenbach expires
on March 20, 2009 and provides for a one year extension. If the agreement with Mr. Riesenbach expires by its terms
upon the expiration of the additional one year period, Mr. Rigsenbach is entitled to receive a severance payment
equal to two times his highest annual base salary as well as benefits for twelve months following such expiration.
The agreements of Messrs. Amir and Houdeshel!l expire on July 19, 2009 and January 30, 2010, respectively, and
automatically renew for additional one year periods unless either Autobytel or the applicable officer notifies the
other of its or his intent not to renew no later than one hundred twenty days prior to the expiration of the then current
term. In addition, the agreements provide for vesting of options upon a change of control. In addition, certain other
officers, including Messrs. Rosen and Garms, are entitled to six months’ base salary in the event of a termination
without cause or for good reason and six months of benefits following termination. Mr. Canon is entitled to twelve
months’ base salary in the event of a termination without cause or for good reason and twelve months of benefits
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following termination. In February 2008, Mr. Bartlett received twelve months’ base salary upon his termination of
employment. Mr. Bartlett is also entitled to twelve months of benefits. Mr. Garms holds certain options that vest
upon a change of control. The agreements with such officers are “at will’,

Litigation

In August 2001, a purported class action lawsuit was filed in the United States District Court for the Southern
District of New York against Autobytel and certain of the Company’s current and former directors and officers (the
“Autobytel Individual Defendants™) and underwriters involved in the Company’s initial public offering. A
Consolidated Amended Complaint, which is now the operative complaint, was filed on April 19, 2002. This action
purports to allege violations of the Sccurities Act of 1933 and the Securitics Exchange Act of 1934. Plaintiffs allege
that the underwriter defendants agreed to allocate stock in the Company’s initial public offering to certain investors
in exchange for excessive and undisclosed commissions and agreements by those investors to make additional
purchases of stock in the aftermarket at pre-determined prices. Plaintiffs allege that the prospectus for the
Company’s initial public offering was false and misleading in violation of the securities laws because it did not
disclose these arrangements. The action seeks damages in an unspecified amount. The action is being coordinated
with approximatety 300 other nearly identical actions filed against other companies. On October 9, 2002, the District
Court dismissed the Autobyte! Individual Defendants from the case without prejudice. On February 19, 2003, the
District Court denied the Company’s motion to dismiss the complaint. On December 5, 2006, the Second Circuit
vacated a decision by the District Court granting class certification in six of the coordinated cases, which are
intended to serve as test, or “focus” cases. The plaintiffs selected these six cases, which do not include the Company.
On April 6, 2007, the Second Circuit denied the petition for rehearing filed by the plaintiffs, but noted that the
plaintiffs could ask the District Court to certify more narrow classes than those that were rejected.

Prior to the Second Circuit’s December 5, 2006 ruling, the majority of issuers, including the Company, and
their insurers had submitted a settlement agreement to the District Court for approval. In light of the Second Circuit
opinton, the parties agreed that the settlement could not be approved. On September 25, 2007, the District Court
approved a stipulation filed by the plaintiffs and the issuers which terminated the proposed settlement. On
August 14, 2007, the plaintiffs filed amended complaints in the six focus cases. The amended complaints include a
number of changes, such as changes to the definition of the purported class of investors, and the elimination of the
individual defendants as defendants. The six focus case issuers and the underwriters named as defendants in the
focus cases filed motions to dismiss the amended complaints against them on November 14, 2007. On
September 27, 2007, the plaintiffs filed a motion for class certification in the six focus cases. On December 21,
2007, the issuers and the underwriters filed papers opposing plaintiffs’ class certification motion and plaintiffs filed
an opposition to defendants’ motions to dismiss. On January 28, 2008, the issuers and the underwriters filed reply
briefs in further support of their motions to dismiss the amended complaints. Due to the inherent uncertainties of
litigation, the Company cannot accurately predict the ultimate outcome of the matter. The Company cannot predict
whether it will be able to renegotiate a settlement that complies with the Second Circuit’s mandate. If the Company
is found liable, the Company is unable to estimate or predict the potential damages that might be awarded, whether
such damages would be greater than its insurance coverage, or whether such damages would have a material impact
on its results of operations, financial condition or cash flows in any future period.

Between April and September 2001, eight separate purported class actions virtually identical to the one filed
against Autobytel were filed against Autoweb.com, Inc. (“Autoweb”), certain of Autoweb’s former directors and
officers (the “Autoweb Individual Defendants™) and underwriters involved in Autoweb’s initial public offering. A
Consolidated Amended Complaint, which is now the operative complaint, was filed on April 19, 2002. It purports to
allege violations of the Securities Act of 1933 and the Securities Exchange Act of 1934. Plaintiffs allege that the
underwriter defendants agreed to allocate stock in Autoweb’s initial public offering to certain investors in exchange
for excessive and undisclosed commissions and agreements by those investors to make additional purchases of stock
in the aftermarket at pre-determined prices. Plaintiffs allege that the prospectus for Autoweh’s initial public offering
was false and misleading in violation of the securities laws because it did not disclose these arrangements. The
action seeks damages in an unspecified amount. The action is being coordinated with approximately 300 other
nearly identical actions filed against other companies. On October 9, 2002, the District Court dismissed the Autoweb
Individual Defendants from the case without prejudice. On February 19, 2003, the District Court dismissed
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Autoweb’s motion to dismiss the complaint, On December 5; 2006, the Second Circuit vacated a decision by the
District Court granting class certification in six of the coordinated cases, which are intended to serve as test, or
“focus” cases. The plaintiffs selected these six cases, which do not include Autoweb. On April 6, 2007, the Second
Circuit denied a petition for rehearing filed by the plaintiffs, but noted that the plaintiffs could ask the District Court
to certify more narrow classes than those that were rejected.

Prior to the Second Circuit’s December 5, 2006 ruling, the majority of issuers, including Autoweb, and their
insurers had submitted a settlement agreement to the District Court for approval. In light of the Second Circuit
opinion, the parties agreed that the settlement could not be approved..On September 25, 2007, the District Court
approved a stipulation filed by the plaintiffs and the issuers which terminated the proposed setttement. On
August 14, 2007, the plaintiffs filed amended complaints in the six focus cases. The amended complaints include a
number of changes, such as changes to the definition of the purported class of investors, and the elimination of the
individual defendants as defendants. The six focus case issuers and the underwriters named as defendants in the
focus cases filed motions to dismiss the amended complaints against them on November 14, 2007. On
September 27, 2007, the plaintiffs filed a motion for class certification.in the six focus cases. On December 21,
2007, the issuers and the underwriters filed papers opposing plaintiffs’ class certification motion and plaintiffs filed
an opposition to defendants’ motions to dismiss. On January 28, 2008, the issuers and the underwriters filed reply
briefs in further support of their motions to dismiss the amended complaints. Due to the inherent uncertainties of
litigation, the Company cannot accurately predict the ultimate outcome of the matter. The Company cannot predict
whether Autoweb will be able to renegotiate a settlement that complies with the Second Circuit’s mandate. If
Autoweb is found liable, the Company is unable to estimate or predict the potential damages that might be awarded,
whether such damages would be greater than Autoweb’s insurance coverage, or whether such damages would have a
material impact on the Company’s results of operations, financial condition or cash flows in any future period.

The Company reviewed the above class action matters and does not belicve that it is probable that a loss
contingency has occurred; therefore, the Company has not recorded a liability against these claims as of
December 31, 2007.

On October 21, 2005, Autobytel received a complaint as well as a demand for arbitration/statement of claim
filed by certain former shareholders of Stoneage Corporation (“Stoneage™). The complaint was filed in the Central
District of California and names the Company as well as certain current and former officers and directors as
defendants. The demand for arbitration was filed with the American Arbitration Association and names the same
group of defendants. The allegations and claims in both of these matters are virtually identical and stem from the
acquisition of Stoneage by the Company on April 15, 2004, Both the comp!laint and demand for arbitration contain
causes of action for: breach of the acquisition agreement, breach of the registration rights agreement, violations of
California Corporations Code Sections 25401 and 25501, violations of California Corporations Code Sections 25400
and 25500, fraud, negligent misrepresentation, fraudulent concealment, and violations of Sections 10{b) and 20(a) of
the Securities Exchange Act of 1934 and Rule 10b-5 promulgated thereunder. The demand for arbitration also
contains a cause of action for violation of Section 17(a) of the Securities Act of 1933. The complaint and demand for
arbitration seek unspecified damages and attorneys’ fees and costs, as well as rescission and punitive awards. The
defendants have not responded to either the complaint or demand for arbitration. On November 29, 2005, the parties”
requested that the arbitration be stayed, and on February 8, 2006, the plaintiffs dismissed the complaint without
prejudice. On May 2, 2007, the parties tematively agreed to a settlement in principle, and a settlement agreement
was negotiated and fully executed in September 2007. The Company recorded a liability of $1.0 million against this
claim as of March 31, 2007. Payments in accordance with the settlement agreement were made by the Company and
its insurer in October 2007.

In August 2007, AVV, Inc. received a letter from a customer claiming indemnification regarding an action
brought against such customer for alleged patent infringement. The customer later made a similar claim against the
Company. The Company and AVYV are in discussions with such customer regarding such claim. The Company
cannot currently predict the outcome of this matter, which, depending on the outcome, may have a material impact
on its results of operations, financial condition or cash flows,
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On November 30, 2007, the Company filed a lawsuit in the United States District Court for the Eastern
District of Texas against Insweb Corporation, Leadpoint, Inc., Internet Brands, Inc. and Auto Internet Marketing,
Inc. In the lawsuit, the Company asserted infringement of U.S. Patent No. 6,282,517, entitled “Real Time
Communication of Purchase Requests,” against such parties, and sought damages and a permanent injunction. The
Company cannot assure that the patent will be enforceable or that the above action will be successful.

On March 11, 2008, Insweb Corporation filed a lawsuit in the United States District Court for
the Southern District of California against the Company, one of its subsidiaries and Dominion Enterprises, the
purchaser of the AVV business. In the lawsuit, Insweb asserted infringement of U.S. Patent No. 6,898,597, entitled
“Event Log”, by marketing and selling the WebControl product of the AVV business and is seeking damages and a
permanent injunction. The Company intends to vigorously defend the lawsuit. Dominion has asserted an indemnity
claim under the purchase agreement relating to the sale of the AVV business. The Company is obligated to
indemnify Dominion for this claim subject to and in accordance with the terms of the purchase agreement. The
Company cannot currently predict the outcome of this matter, which, depending on the outcome, may have a
material impact on its results of operations, financial condition or cash flows.

On March 13, 2008, Edmunds Holding Company et. al filed a lawsuit in the United States District Court for
the District of Delaware against the Company. In the lawsuit, Edmunds is secking a declaration that its business
activities, some of which include generating automotive leads, do not infringe the Company’s U.S. Patent
No. 6,282,517, entitled “Real Time Communication of Purchase Requests” and that such patent is invalid. The
Company intends to vigorously defend the lawsuit. The Company cannot currently predict the outcome of this
matter, which, depending on the outcome, may have a material impact on its results of operations, financial
condition or cash flows.

From time to time, the Company is involved in other litigation matters arising from the normal course of its
business activities. The actions filed against the Company and other litigation, even if not meritorious, could result
in substantial costs and diversion of resources and management attention, and an adverse outcome in litigation could
materially adversely affect its business, results of operations, financial condition and cash flows.

7.  Retirement Savings Plan

The Company has a retirement savings plan which qualifies as a deferred salary arrangement under
Section 401(k) of the Internal Revenue Code (IRC or Code) (the 401(k) Plan.) The 401 (k) Plan covers all
employees of the Company who are over 21 years of age and is effective on the first day of the month following
date of hire. Under the 401(k) Plan, participating employees are allowed to defer up to 50% of their pretax salaries
not to exceed the maximum IRC deferral amount. The Company contributions to the 401(k) Plan are discretionary.
During 2007, 2006 and 2005, the Company contributed $0.5 million, $0.6 million and $0.6 million, respectively,
related to continuing operations and $0.1 million, $0.! million and $0.2 million, respectively, related to
discontinued operations.

8.  Stockholders’ Equity
Preferred Stock

As of December 31, 2007, 11,445,187 shares of preferred stock with a $0.001 par value were authorized and
undesignated. There were no shares of preferred stock issued or outstanding as of December 31, 2007.

1996 Stock Incentive Plan

The Company’s 1996 Stock Incentive Plan (the Incentive Plan) was approved by the Board of Directors in
October 1996. The Incentive Plan provides for the granting to employees of incentive stock options within the
meaning of Section 422 of the Code, and for the granting to employees, directors and consultants of nonstatutory
stock options and stock purchase rights. The Company has reserved a total of 833,333 shares of common stock for
issuance under the Incentive Plan. The exercise price of stock options granted under the Incentive Plan cannot be
lower than the fair market value of the common stock, as determined by the Board of Directors, on the date of grant.
With respect to any participants who, at the time of grant, own stock possessing more than 10% of the voting power
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of all classes of stock of the Company, the exercise price of stock options granted to such person must be at least
110% of the fair market value on the grant date, and the maximum term of such options is five years. The term of all
other options granted under the Incentive Plan may be up to 10 years. Stock options granted under the Incentive Plan
vest according to vesting schedules determined by the Board of Directors,

1998 Stock Option Plan

The Company’s 1998 Stock Option Plan (the 1998 Option Plan) was adopted in December 1998, The
Company has reserved 1,500,000 shares under the 1998 Option Plan. The 1998 Option Plan provides for the
granting to employees of incentive stock options within the meaning of the Code and nonstatutory stock options.

The exercise price of non-statutory options granted under the 1998 Option Plan cannot be lower than 85% of
the fair market value of the common stock on the date of grant. The exercise price of all incentive stock options
granted cannot be lower than the fair market value on the grant date. With respect to any participants who 1
beneficially own more than 10% of the voting power of all classes of stock of the Company, the exercise price of |
any stock option granted to such person must be at least 110% of the fair market value on the grant date, and the
maximum term of such option is five years. The term of all other options granted under the 1998 Option Plan may
be up to 10 years. Under the 1998 Option Plan, certain stock options (Performance Options) vest over a time period
determined by the Board of Directors, however, the vesting could be accelerated based on the performance of the
Company’s common stock. At December 31, 2007, there were no non-vested performance options outstanding
under the 1998 Option Plan.

The 1998 Option Plan provides that, unless otherwise provided in the stock option agreement, in the event of
any merger, consolidation, or sale or transfer of all or any part of the Company’s business or assets, all rights of the
optionee with respect to the unexercised portion of any option will become immediately vested and may be
exetcised immediately, except to the extent that any agreement or undertaking of any party to any such merger,
consolidation, or sale or transfer of assets makes specific provisions for the assumption of the obligations of the
Company with respect to the 1998 Option Plan. All stock options granted under the 1998 Option Plan vest according
to vesting schedules determined by the Board of Directors.

1999 Stock Option Plan

The Company’s 1999 Stock Option Plan (the 1999 Option Plan) was adopted in January 1999. The Company
has reserved 1,800,000 shares under the 1999 Option Plan. The 1999 Option Plan provides for the granting of stock
options to employees of the Company. Under the 1999 Option Plan, not more than 1,000,000 shares may be issued
pursuant to options granted after March 31, 1999,

The 1999 Optien Plan provides for an automatic grant of an option to purchase 20,000 shares of common
stock to each non-employee director on the date on which the person first becomes a non-employee director. In each
successive year the non-employee director will automatically be granted an option to purchase 5,000 shares on
November | of each subsequent year provided the non-employee director has served on the Board of Directors for at
least six months. Each option will have a term of 10 years and will be granted at the fair market value of the
Company’s common stock on the date of grant. The options vest in their entirety and become exercisable on the first
anniversary of the grant date, provided that the optionee continues to serve as a director on such date.

The 1999 Option Plan is similar in all other material respects to the 1998 Option Plan.

1999 Employee and Acquisition Related Stock Option Plan

The Company’s 1999 Employee and Acquisition Related Stock Option Plan (the Employee and Acquisition
Option Plan) was approved by the Board of Directors in September 1999. The Company has reserved a total of
1,500,000 shares of common stock for issuance under the Employee and Acquisition Option Plan. The Employee
and Acquisition Option Plan provides for the granting to employees and acquired employees of stock options, and
for the granting to employees, acquired employees and service providers of nonstatutory stock options. The exercise
price of incentive stock options granted can not be lower than the fair market value on the date of grant and the
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exercise price of nonstatutory stock options can not be less than 85% of the fair market value of the common stock
on the date of grant. The exercise price of stock options granted to individuals beneficially owning more than 10%
of the voting power of all classes of the Company stock must be at least 110% of the fair market value on the grant
date and have a maximum term of five years. The term of all other options granted under the Employee and -
Acquisition Option Plan may be up to 10 years. Stock options granted under the Employee and Acquisition Option
Plan vest according to vesting schedules determined by the Board of Directors.

2000 Stock Option Plan

The Company’s 2000 Stock Option Plan (the 2000 Option Plan) was approved by the Board of Directors in
April 2000. The 2000 Option Plan provides for the granting of both incentive stock options and nonqualified stock
options to cligible employees, consultants and outside directors of the Company. The Company has reserved
3,000,000 shares under the 2000 Option Plan. Stock options granted under the 2000 Optien Plan vest according to
vesting schedules determined by the Board of Directors.

The 2000 Option Plan is similar in all other material respects to the 1999 Option Plan.

Amended and Restated 2001 Restricted Stock and Option Plan

On February 25, 2003, the Board of Directors approved the Amended and Restated 2001 Restricted Stock and
Option Plan, which was approved by stockholders on June 25, 2003 (the Resiricted Plan). The Restricted Plan
allows for the granting of restricted stock, deferred share awards, stock options and stock appreciation rights to
selected directors, officers, employees, consultants or other service providers of the Company. The Company has
reserved 1,500,000 shares under the Restricted Plan. The Restricted Plan prohibits anyone from receiving awards for
more than 400,000 shares per year. The Board of Directors may grant awards that vest immediately or based on
future conditions. The Board of Directors has the discretionary authority to impose, in agreements, such restrictions
on shares of common stock issued pursuant to restricted stock awards under the Restricted Plan as it may deem
appropriate or desirable, including but not limited to the authority to impose a right of first refusal or to establish
repurchase rights or both of these restrictions. Any repurchase right of the Company lapses on consummation of a
change of control. Options may be either incentive stock options or nonqualified stock options. The per share
exercise price of an incentive stock option shall not be less than 100% of the fair market value of a share on the date
the option is granted (110% in the case of a grant to a ten-percent stockholder). The per share exercise price of a
nonqualified stock option shall not be less than 85% of the fair market value of a share on the date the option is
granted. No option shall be exercisabie after the expiration of ten years from its grant date (five years in the case of
an incentive stock option granted to a ten-percent stockholder). Options granted to optionees who are not directors,
officers, or consultants must become exercisable at a rate no longer than 20% per year for five years from the grant
date. Except as described below and as provided in the Restricted Plan, participants will not have any rights in the
event that the Company is sold, merged, or otherwise reorganized. Unless the award agreement provides differently
or unless any party to the merger, consolidation, or sale or transfer of the Company assets assumes the Company’s
obligations with respect to awards under the Restricted Plan, the unvested portion of awards will become
immediately vested upon any merger (other than a merger in which the Company is the surviving entity and the
terms and number of outstanding shares remain unchanged as compared to the terms and number of outstanding
shares prior to the merger), consolidation, or sale or transfer of the Company assets.

2004 Restricted Stock and Option Plan

The Company’s 2004 Restricted Stock and Option Plan (the 2004 Plan) was adopted by the Board of
Directors on March 2, 2004, and approved by the stockholders on June 24, 2004. The 2004 Plan provides that an
aggregate of 2,700,000 shares of the Company’s common stock are available to be awarded to the Company’s
directors, officers, employees, consultants, or other service providers in the form of restricted shares, restricted units,
deferred shares, options, SARs, and performance units; provided, that the maximum number of shares that can be
awarded in the form of restricted shares, restricted units, deferred shares, or performance awards cannot exceed
200,000 shares. The 2004 Plan prohibits anyone from receiving an award of more than 300,000 shares of the
Company’s common stock during any one calendar year, or 1,000,000 shares of the Company’s common stock
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during the term of the 2004 Plan. In addition, the 2004 Plan prohibits anyone from receiving performance units in
any performance period (which shall not be less than one fiscal year) in excess of $2,500 in cash, The Board of
Directors may grant awards that vest immediately or based on future conditions. The Board of Directors has the
discretionary authority to impose certain restrictions on awards, including repurchase rights in favor of the
Company. The per share exercise price of both incentive and nonstatutory stock options shall not be less than 100%
of the fair market value of a share on the date the option is granted (110% in the case of a grant to a ten-percent
stockholder). No option shall be exercisable after the expiration of ten years from its grant date (five years in the
case of an incentive stock option granted to a ten-percent stockholder). Options granted to optionees who are not
directors, officers, or consultants must become exercisable at a rate no longer than 20% per year for five years from
the grant date. Unless the award agreement provides differently or unless any party to the merger, consolidation, or
sale or transfer of the Company assets assumes the Company’s obligations with respect to awards under the 2004
Plan, the unvested portion of awards will become immediately vested upon any merger {other than a merger in
which the Company is the surviving entity and the terms and number of cutstanding shares remain unchanged as
compared to the terms and number of outstanding shares prior to the merger), consolidation, or sale or transfer of the
Company assets. Unless the award agreement provides differently, upon any liquidation or dissolution of the
Company as provided in the 2004 Plan, all of the rights to any portion of unvested awards will end, and the awards
will be canceled at the time of the liquidation or dissolution unless the relevant dissolution or liquidation plan
provides otherwise.

2006 Inducement Stock Option Plan

In June 2006, the 2006 Inducement Stock Option Plan (the 2006 Plan) was approved by the Board of
Directors. The 2006 Plan provides that an aggregate of 2,000,000 shares of the Company’s common stock are
available to be awarded to the Company’s newly hired employees or appointed directors, solely in connection with
the hiring of the employee or appointing of the director, in the form of nonqualified stock options. The per share
exercise price of the stock options shall not be less than 100% of the fair market value of a share on the date of
grant. No option shall be exercisable after the expiration of ten years from its grant date, An optionee who is not an
officer or a directer must have the right to exercise at least 20% of the options granted per year over five years from
the date of grant. Unless the award agreement provides differently, the unvested portion of the awards will
immediately become vested upon any merger (other than a merger in which the Company is the surviving entity and
the termns remain unchanged as compared to the terms prior to the merger), consolidation, or sale or transfer of the
Company’s assets, except if the options are assumed by the acquiring party. Unless the award agreement provides
differently, upon any liquidation or dissolution of the Company, all the rights to any portion of unvested awards will
end, and the awards will be canceled at the time of the liquidation or dissolution unless the relevant dissolution or
liquidation plan provides otherwise,

To induce Monty A. Houdeshell to join the Company as Chief Financial Officer, on January 30, 2007, the
Company entered into an agreement with Mr. Houdeshell whereby the Company granted 300,000 options to him at
an exercise price of $3.74 per share. Of the 300,000 options granted, 250,000 were service-based awards and met the
criteria for granted optiens in accordance with SFAS No. 123(R) as of January 30, 2007. The remaining 50,000
options are performance-based awards where the future performance criteria were to be defined at a future date. As
such, in accordance with SFAS No. 123(R), the awards are not considered granted until such time that the
performance criteria have been defined. On July 17, 2007, the Compensation Committee of the Board of Directors
established performance criteria for the vesting of 16,667 performance-based options held by Mr. Houdeshell, The
performance criteria are based upon the attainment by the Company of certain revenue, earnings before income
taxes, depreciation and amortization (EBITDA) and strategic goals. Therefore, under SFAS No. 123(R), the total
performance-based awards of 16,667 were deecmed granted as of July 17, 2007 and are included in the outstanding
options at December 31, 2007, and the Company began recognizing compensation expense for these awards as of
July 17, 2007. As of December 31, 2007, there remain 33,333 performance-based options for which the performance
criteria are not yet defined. These options are not included in outstanding options at December 31, 2007 and the
Company will begin recognizing share-based compensation expense based on the fair value of the remaining 33,333
performance-based options on the date the performance criteria have been defined.
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The 16,667 performance-based options granted to Mr. Houdelshell in 2007 had a fair value of $2.42 per award
based on the Black-Scholes option-pricing model and the following assumptions: expected dividend yield of 0%,
expected volatility of 62.01%, expected risk-free interest rate of 5.02% and an expected term of 4,36 years. Total
expense recorded for these performance-based options was $28,000 in 2007,

2006 Riesenbach Options

In connection with hiring Mr. Riesenbach as President and Chief Executive Officer on March 20, 2006,
Mr, Riesenbach was granted stock options to purchase 1,000,000 shares of common stock, which vest, as to 333,333
of the options, on March 20, 2007, and thereafter (i) 11,111 of the options vest on each monthly anniversary of the
grant date over the period beginning on the 13th monthly anniversary and ending on the 35th monthly anniversary of
the grant date, (ii) 11,114 of the options vest on the day immediately preceding the 36th monthly anniversary of the
grant date, provided that the vesting of such options will accelerate upon a change of control, or termination due to
death or disability, by the Company without cause or by Mr. Riesenbach for good reason, and (iii) 200,000 of the
options will vest upon each filing by the Company of its Annual Report on Form 10-K for each of the fiscal years
ending on December 31, 2007 and December 31, 2008 provided Mr. Riesenbach is actively employed by the
Company on the respective vesting dates and Mr, Riesenbach and the Company have satisfied reasonable
performance criteria established by the Board of Directors or a committee thereof in its sole discretion after
consulting with Mr. Riesenbach, provided that the vesting of such options will accelerate upon a change of control.
Most vested options held by Mr. Riesenbach may be exercised for two years after termination other than in the event
of termination for cause.

To induce Mr. Rigsenbach to join the Company as Chief Executive Officer and President, on March 20, 2006,
the Company entered into an agreement with Mr. Riesenbach whereby the Company granted 1,000,000 options to
him at an exercise price of $4.68. Of the 1,000,000 options granted, 600,000 were service-based awards and met the
criteria for granted options in accordance with SFAS No. 123(R) as of March 20, 2006. The remaining 400,000
options are performance-based awards where the future performance criterta will be defined at a future date. As
such, in accordance with SFAS No. 123(R), the awards are not considered granted and are not included in
outstanding options until such time that the performance criteria have been defined. On July 17, 2007, the
Compensation Committee of the Board of Directors established performance criteria for the vesting of 200,000
performance-based options held by Mr. Riesenbach. The performance criteria are based upon the attainment by the
Company of certain revenue, earnings before income taxes, depreciation and amortization (EBITDA) and strategic
goals. Therefore, under SFAS No. 123(R), the total performance-based awards of 200,000 were deemed granted as
of July 17, 2007 and are included in the outstanding options at December 31, 2007, and the Company began
recognizing compensation expense for these awards as of July 17, 2007. As of December 31, 2007, there remain
200,000 performance-based options for which the performance criteria are not yet defined. These options are not
included in outstanding options at December 31, 2007 and the Company will begin recognizing share-based
compensation expense based on the fair value of the remaining 200,000 performance-based options on the date the
performance criteria have been defined.

The 200,000 performance-based options granted to Mr. Riesenbach in 2007 had a fair value of $2.18 per
award based on the Black-Scholes option-pricing medel and the following assumptions: expected dividend yield of
0%, expected volatility of 62.01%, expected risk-free interest rate of 5.02% and an expected term of 4.36 years.
Total expense recorded for these performance-based options was $0.3 million in 2007.

Ourstanding Stock Options and Stock Option Activity

The Company grants incentive and non-qualified stock options at an exercise price equal to the market closing
price at the date of grant and that vest according to vesting schedules determined by the Board of Directors or a
committee thereof. Shares of common stock issued upon exercise of stock options or awards under the employee
stock purchase plan arc from previously unissued shares,
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A summary of the Company’s outstanding stock options as of December 31, 2007, and changes during the
year then ended is presented below:

Weighted
Average
Remaining Aggregate
Number of Weighted Average Contractuzl Intrinsic
+_ Options Exercise Price Term Value
(in years) (it thousands)
Outstanding at December 31, 2006.................... 10,661,551 $ 5.08
Granted........coooivvevererenree e 1,155,167 373
Exercised .....c.ccoiiivnniinmnnnnnennnree e esinen s (1,014,412} 2.01
Forfeited and expired........ccccoovnvviviinnnnnns (1,815,670) 7.20
Outstanding at December 31, 2007 8,986,636 §- 4.82 6.57 $ 708,101
Vested and expected to vest at '
December 31, 2007 oooovevoerieeeeeeee e $,194 461 $ 496 636 § 698,655
Exercisabie at December 31, 2007........c.oooveenee 6,288,188 % 537 5.58 $ 669,361

Tﬁe tota! intrinsic value of options exercised during 2007, 2006 and 2005, was $1.6 million, $0.4 million and
$0.4 million, respectwely

As of December 31, 2007, 2,393,657 stock options were available for grant under lhe Company 5 stock
option plans. : .

1996 Employee Stock Purchase Plan

The Company’s 1996 Employee Stock Purchase Plan (Purchase Plan) was adopted by the Board of Directors
in November 1996. On February 25, 2003, the Board of Directors approved an amendmént providing for an
additional 300,000 shares of common stock issuable over a ten-year period ending on February 24; 2013. The
amendment was approved by stockholders on June 25, 2003. On April 17, 2007, the Board of Directors approved an
amendment providing for an additional 350,000 shares of common stock issuable over a ten-year penod ending on
April 17, 2017. The amendment was approved by stockholders on June 22, 2007. The Purchase Plan, which is
intended to qualify under Section 423 of the Code, permits eligible employees of the Company to purchase shares of
common stock through payroll deductions of up to ten percent of their compensation, up to a certain maximum
amount for all purchase periods ending within any calendar year. The Company has reserved a total of 1,094,444
shares of common stock for issuance under the Purchase Plan. The price of common stock purchased under the
Purchase Plan will be 85% of the lower of the fair market value of the common stock on the first or last day of each
six month purchase period. Employees may end their participation in the Purchase Plan at any time during an
offering period, and they will be paid their payroll deductions to date. Participation ends automatxcally upon
terminatton of employment with the Company -
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A summary of the Company’s outstanding awards under the employee stock purchase plan as of
December 31, 2007, and changes during the period then ended is presented below:

Weighted
Weighted Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
) Options Price Term Value
' (in thousands)
Outstanding at December 31, 2006......c.ccocomeeevrveecnrrnnne. 83,827 $ 2.69
Granted ..o s 130,817 2.88
EXETCISEA .....oveevereictciceiecretestecrs et e e e (108,381) 2.83
Forfeited ....ccooooiiemieieereeeeee v (39,522) 2.87
Outstanding at December 31, 2007 .ovvvveeecrrviiesieeanens 66,741 § 273 1 month $ 1
Vested and expected to vest at December 31, 2007 .......... 60,934 $ 2.73 1 month $ 1

Preferred Shares Purchase Rights Plan

In July 2004, the Board of Directors approved the adoption of a stockholder rights plan under which all
stockholders of record as of August 10, 2004 received rights to purchase shares of Series A Junior Participating
Preferred Stock. The rights were distributed as a non-taxable dividend and will expire July 30, 2014,

The rights will be exercisable only if a person or group acquires 15% or more of the common stock of the
Company or announces a tender offer for 15% or more of the common stock. If a person or group acquires 15% or
more of the common stock, all rightholders, except the acquirer, will be entitled to acquire at the then exercise price
of a right that number of shares of the Company’s common stock which at the time will have a market value of two
times the exercise price of the right. Under certain circumstances, all rightholders, other than the acquirer, will be
entitled to receive at the then exercise price of a right that number of shares of common stock of the acquiring
company which at the time will have a market value of two times the exercise price of the right. The initial exercise
price of a right is $65.00.

The Board of Directors may terminate the rights plan at any time or redeem the rights prior to the time a
person or group acquires more than 15% of the Company’s common stock.

9.  Accrued Liability for Work Force Reduction

Ags part of the Company’s cost reduction efforts, in the fourth quarter of 2007, the Company initiated a
workforce reduction of approximately 14% of its workforce. The affected employees were mostly in the areas of
accounting and finance, information technology, and other general and administrative related areas. The reduction
was effected in order to reduce the Company's overall cost structure and generate operational efficiencies across
product lines. The Company estimates the charges associated with the reduction in workforce will range between
30.9 million and $1.0 million, $¢.9 million of which was expensed in the fourth quarter of 2007 with the remainder
to be incurred in the first quarter of 2008. The charges consist mainly of severance costs and other benefits.
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10. Income Taxes

The benefit for income taxes from continuing operations consists of the following for the years ended
December 31:

2007 1006 2005
(in thousands)

Current;
Federal............... et e e er e e b RS $ — $ 107 8 137
B 7Y 1 <P O P PP U O RRPIN: - — —
— 107 37

Deferred:
FOARTAL... oo eeeeeee e eeeeee e tttst s s bs e s b s esesrererae s be s s e ne s srr e e s bat s s bbb e AR e s s s s bp e aa st eamanaas — — —
7 11 3O Pt U ST PPPR —_ — —

Total INCOME tAX DENELI oerovrorosooeoeooeooeostsesssessssssessssesssssssssnemassnseesessssssanssasssssnsnennee 3 — 8 107§ 37

The reconciliation of the U.S. federal statutory rate to the effective income tax rate for the years ended
December 31, 2007, 2006 and 20035, is as follows: | '

2007 006 2005
Tax provision at U.S. federal Statutory Fates...........covocveiorimnmncirms (35.00% (35.00% (35.00%
SEALE TAKES 1 vvvuveeerereemeeecereeseests s sseasaeasesr s e s r e s s ereeb e s e s se s b e saeed 4 e 14 s s r e e s s e e e A n e e et 0.1 0.1 1.3
Non-deductible permanent iEMS ..o e 04 0.3 1.1
INCENEIVE SEOCK OPLIOTIS 1ovvveseereececememiisistiisssassia s s e snssassare e e ems st sbebasa st sasn s snes 24 1.1 —
7o 10T A2 1) OO OO SO OO U OSUETTOTOvOTOn 6.0 — —
Change in federal valuation allowance........cccovoiiin 26.1 33.2 323

0.0% (0.3)% (0.3)%
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Deferred income taxes reflect the net tax effect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant
components of the Company’s deferred taxes as of December 31, 2007 and 2006 are as follows:

2007 2006
(in thousands)

Deferred tax assets:

Allowance for doubtful acCounts ..........coovvoieeeeeeioeeerrii e, $ 255 % 327
Accrued LHabilities ... 401 9215
Net operating loss carryforwards ... 33,319 32,183
Tax Credits......covviviiii et — 464
FIXed BSSCLS .vevevvriereicecevrerisenrernniesessesesecssrerare s s aressssssensnnsessenesasans 830 720
INEANGIDLE ASSELS ......oecvcveceveveeeee ettt e 2,864 4,549
Share-based compensation EXPENSE ..........ivicererreinrernenenreiroreeseeneens 3,188 1,721
L0 T OO 115 59
Total gross deferred tax aS5e18..... .o ccvvvrereere v e sass e seas 40,972 40,938
Deferred tax liabilities:
INEARZIDIE ASSELS .....ocvcrieiiereerererie ettt e b (74) (276)
L1351 O SO TU U (281) —
Federal benefit of state taxes.....covvecvecccvvnnescses e (1,434) (1,482)
Total gross deferred tax Liabilities ......eccecoeveieieieeiieini e (1,789) (1,758)
Valuation alloWANCE ................ccooecieniiriee e eeestsssne e oe e erererasas s e eennes (39,183) (39,180)
Net deferred iNCOME LAXES ........ccovevervveecrieie e B — 8 —

At December 31, 2007, the Company had recorded a valuation allowance of $39.2 million on its net deferred
tax assets. Based on the weight of available evidence, the Company believes that it is more likely than not that these
deferred tax assets will not be realized.

At December 31, 2007, the Company had federal and state net operating loss carryforwards of approximately
$88.1 million and $51.6 million, respectively. The federal net operating loss carryforwards expire through 2027 as
follows (in mitlions):

Amount
1 1.0 OO USSR USUTPURIOR 4.2
22 e R et e s e en e aeeRe ARt st bs s emeeteeneeanenrers 0.5
£ O OO O OO UU OV 44
012 e e b ettt e e s h R st e e et e e Ae ekt aen s er s e e e e assatartons 7.2
2020 ...t eve st et aararabe s R e e e e e raeaRa et e tabae e e e s e e re e reabeaantebesan 259
202 e et e 4ot st be e S tt ettt tettaeaee e st an At e et b earaba s taaenteeaas 15.5

$£88.1
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The state net operating loss carryforwards expire through 2017 as follows (in millions):

Amount
DOOD(1).vvvvoveveuonerevvveessesesscesssssssssssesssssssses e b8 sss RSt $13
DOTO(2). e reeeversereeeserneverasmeseossass s eessssesssssss s sssssseseesssssss s sssss 415551111t —
L 2 OO O OGO OO U PO OTPOTOTEY —
L U T 1 T O DU OO P SO URRRU VPP PTOIR 54
20T6(2) v et e [N 20.9
DOTT(2Y eveeereeeeereeereresesssessesoessoeeses s sesssoeesmeeessaeebeb st s s sneeERenssERresSern 33

$51.6

(1) Ohio tax wiil be phased out by 2009.
(2) California net operating loss has a 10 year carryforward period.

A portion of these net operating losses is subject to an annual limitation of approximately $0.5 million per
year. The federal and state net operating losses begin to expire in 2021 and 2013, respectively. Approximately
$10.8 million and $5.0 million, respectively, of the federal and state net operating loss carryforwards were incurred
by subsidiaries prior to the date of the Company’s acquisition of such subsidiaries. The Company established a
valuation allowance of $4.1 million at the date of acquisitions related to these subsidiaries. Accordingly, the tax
benefits associated with the realization of such net operating losses will be credited to goodwill if realized. In
addition, the federal and state net operating losses of approximately $13.5 million and $8.5 million, respectively,
relate to stock option deductions. Therefore, to the extent that the valuation allowance is reduced in the future and
such options are realized in accordance with SFAS No. 123(R), approximately $4.7 million and $0.5 million,
respectively, will be credited to stockholder’s equity rather than to income tax benefit.

At December 31, 2007, deferred tax assets exclude approximately $0.6 million and $0.1 million of tax-
effected federal and state net operating losses pertaining to tax deductions from stock-based compensation. Upon
future realization of these benefits, the Company expects to increase additional paid-in capital and reduce income
taxes payable. For purposes of SFAS No. 123(R), the benefit of excess stock option deductions is not recorded until
such time that the deductions reduce income taxes payable. For purposes of determining when the stock options
reduce income taxes payable, the Company has adopted the “with and without” approach under SFAS No. 123(R)
whereby the Company considers net operating losses arising from continuing operations prior to net operating losses
attributable to excess stock option deductions.

At December 31, 2007 the Company had federal and state tax credit carryforwards of $0.3 million and
$0.2 million, respectively, which begin to expire in 2021,
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Upon adoption of FIN No. 48, the Company analyzed its filing positions for all open tax years in all U.S.
federal and state jurisdictions where the Company is required to file. At the adoption date of January 1, 2007, the
Company had $0.5 million of unrecognized tax benefits. Of the total unrecognized tax benefits at the adoption date,
the entire amount of $0.5 million was recorded as a reduction to deferred tax assets, which caused a corresponding
reduction in the Company’s valuation allowance of $0.5 million. To the extent such portion of unrecognized tax
benefits is recognized at a time such valuation allowance no longer exists, the recognition would impact the
Company’s effective tax rate. The Company adopted the provisions of FIN 48 on January 1, 2007, The following
table shows the reconciliation of the total amounts of unrecognized tax benefits for 2007 (in thousands):

Unrecognized tax benefit — opening balance ......ovoveeeoeeeeciioeeeeeccresiieeeeeene 500
Gross increases or decreases — CUITeNt PEriod ....c.ovvvvivvovivecrvee e e —
SEIIEIMIEILS ..ceoeeeieee ettt s e e e et srssa s sesa st sesesssaeaemsranteserennsnerres —
Lapse of statue of HMIAtIONS. ..o —
Unrecognized tax benefit............o.oovviiiiiie e e $ 500

The Company files income tax returns in the U.S. federal jurisdiction and various state jurisdictions. In
general, the Company is no longer subject to U.S. federal and state tax examinations for years prior to 2003. The
Company does not believe there will be any material changes in its unrecognized tax positions over the next 12
months. Therefore, no reserves for uncertain income tax positions have been recorded pursuant to FIN No. 48. In
addition, the Company did not record a cumulative effect adjustment related to the adoption of FIN No. 48 and the
adoption of FIN No. 48 did not have a material effect on the Company’s consolidated financial position or results
of operations.

The Company’s policy is to recognize interest and penalties accrued on any unrecognized tax benefits as a
component of income tax expense. As of the date of adoption and December 31, 2007, the Company did not have
any accrued interest or penalties associated with any unrecognized tax benefits, nor were any interest expense
recognized in the year ended December 31, 2007.

11. Related Party Transactions

The wife of Mark Garms, Senior Vice President, Dealer Operations and Strategy, joined the Company in
February 2005 as Director, Project Management and was promoted to Senior Director, Project Management in June
2006. Her base salary is $145,000 and she is eligible for a bonus of up to 20% of her base salary. Her base salary
and bonus payments for 2007 were $145,000 and $18,500, respectively. Mrs. Garms was granted 15,000 options on
August 14, 2006 at $2.99 per share. The options vest as to 33%4% on the first anniversary of the grant date and as to

1/36™ at the end of each successive monthly anniversary thereafier for the following 24 months.

During the fourth quarter of 2007, the Company entered into a transaction with The Search Agency, a provider
of search engine marketing and search engine optimization services. Jeffrey M. Stibel, a director of the Company, is
an equity owner of The Search Agency. The Company incurred costs of approximately $0.1 million for services
provided by The Search Agency in 2007, which were included in accounts payable in the Company’s Consolidated
Balance Sheet as of December 31, 2007. All such services were provided in the ordinary course of business at prices
and on terms and conditions that the Company believes are the same as those that would result from arm’s-length
negotiations between unrelated parties.

12. Subsequent Events

On January 24, 2008 the Company sold certain assets and liabilities of its AVV data extraction and customer
relationship management software business to Dominion Enterprises for $22.75 million in cash, plus a working
capital payment of approximately $1.1 million which remains subject to adjustment. The Company expects to record
a gain of approximately $6.0 million in connection with the transaction,

On March 14, 2008, the Company received the first annual installment of $2.67 million pursuant to the
settlement agreement with Dealix Corporation (“Dealix™).
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13. Quarterly Financial Data (Unaudited)

The Company is restating, within this Annual Report on Form 10-K, its unaudited condensed consolidated
financial statements for the first, second, and third fiscal quarters of 2007 relating to the accounting of the $20.0
million patent litigation settlement the Company entered into with Dealix relating to a patent infringement lawsuit.

Background

In 2004, the Company filed a lawsuit in the United States District Court for the Eastern District of Texas
against Dealix, a wholly-owned subsidiary of The Cobalt Group (“Cobalt”). In that lawsuit, the Company asserted
infringement of U.S. Patent No. 6,282,517, entitled “‘Real Time Communication of Purchase Requests,” against
Dealix. In December 2006, the Company entered into a settlement agreement (the “Settlement Agreement”) with
Dealix relating to the lawsuit. With court approval on March 25, 2007, the lawsuit against Dealix was dismissed.
Among other things, the Settlement Agreement provides:

. that Dealix pay the Company a total of $20.0 million in settlement payments, comprised of $12.0
million due on March 13, 2007 (the (“Initial Payment™) and payments of approximately $2.7 million
each year thereafter for three years (each a “Yearly Payment” and collectively the “Yearly Payments”);

. subject to the Company’s receipt of the full and timely payment of the Initial Payment and the Yearly
Payments, for its release of Dealix and Cobait and certain of their respective affiliates from all claims
existing on the execution date of the Settlement Agreement;

. for Dealix and Cobalt’s release of the Company and certain of its affiliates from all claims existing on
the execution date of the Settlement Agreement;

. the grant by the Company of a non-exclusive license to Dealix and Cobalt and their subsidiaries under
certain of the Company’s patent and patent applications (the “License”); and

. that, to the extent that operating under the License infringes any other patent owned by the Company or
which it has the right to license, the Company will not sue Dealix or Cobalt or their subsidiaries based
on such other patent.

On March 13, 2007, the Company received the Initial Payment of $12.0 million. The Company received the
first Yearly Payment in March 2008. While the Yearly Payments have been guaranteed by WP Equity Partners,
Inc., a Warburg Pincus affiliate, there is no assurance that the Company will receive any remaining Yearly
Payments on their respective due dates or at all.

Initially, the Company allocated the $20.0 million settlement as follows (in thousands):

Mutual release Of ClAIMS ..ot e e e et e e s mres s s aressranaessarans $ 9,899
NON-EXCIUSIVE [ICEISE .cveeeveereeereesreeeieiseessseemeesessseeessosbesesabasanasntaessnsnarassnrnnnans 9,192
Discount on remaining outstanding payments ..........cccoceoeieiiciiiniiinenecceennes 909
Total SettlemEnt AMOUNL.....vivrereereeeeerieceeeeceeee st ssters e re s e s e snsesrrssres $ 20,000

The Company had previously recognized approximately $9.9 million of the Initial Payment as patent
litigation settlement, a credit within costs and expenses, in its condensed consolidated statements of operations for
the three, six and nine months ended March 31, June 30, and September 30, 2007, respectively. The Company had
also recorded a receivable on its condensed consolidated balance sheet for the remaining three Yearly Payments,
which were discounted to their net present value of approximately $7.1 million. As of March 31, 2007 and June 30,
2007, approximately $2.5 million and approximately $4.6 million was included in prepaid expenses and other
current assets, and other assets, respectively, in the condensed consolidated balance sheets. In the condensed
consolidated balance sheet as of September 30, 2007, these amounts had increased to approximately $2.6 million
and approximately $4.7 million, in prepaid expenses and other current assets, and other assets, respectively. The
calculated discount of approximately $0.9 million was reflected as a reduction to the gain from litigation settlement
and was being amortized over a three-year period to interest and other income in the Company’s condensed
consolidated statements of operations.
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To estimate the fair value of the License, an income approach was used, which included estimates of
projected license revenue and related expenses, discounted utilizing a rate of 17%. The fair value of the License was
estimated at $9.2 million. The Company recorded $0.8 million and $8.4 million in current and non-current deferred
revenue, respectively, in the condensed consolidated balance sheet as of March 31, 2007. The deferred revenue was
to be recognized to revenue on a straight-line basis through January 2019, the patent’s remaining life.

On April 27, 2007, the Company received a comment letter from the staff of the Division of Corporation
Finance of the Securities and Exchange Commission (the “Staff””) relating to its accounting for the proceeds of the
patent litigation settlernent with Dealix. Additional comments were received from the Staff in comment letters dated
June 4, 2007, June 22, 2007, July 25, 2007, September 19, 2007, January 28, 2008 and February 6, 2008 and the
Company responded to each of the Staff’s letters received.

In connection with this review, and subsequent to the issuance of its September 30, 2007 condensed
consolidated unaudited quarterly financial statements filed on Form 10-Q, management concluded that the license
had been delivered and the Company had no further performance obligation to deliver. As such, all the proceeds
from the patent litigation settlement should be recognized within costs and expenses on the Consolidated Statement
of Operations upon the first to occur of receipt of the payment and determination of reasonable assurance of
collectibility of the Yearly Payments.

Management also reconsidered the potential realization of the $8.0 million in Yearly Payments due 1o the
Company as of December 31, 2007. As the Company was unable to obtain financial information on Dealix or the
guarantor, it was not able to assess with reasonable assurance the collectibility of the Yearly Payments to be
received. Therefore, the $8.0 million in Yearly Payments to be received as of December 31, 2007 will only be
recognized upon the first to occur of receipt of such Yearly Payments and determination of reasonable assurance of
collectibility of such Yearly Payments.

The remaining Yearly Payments of $8.0 million, as of December 31, 2007, to be paid out in installments of
approximately $2.7 million on the next three annual anniversary dates of the Initial Payment are puaranteed by WP
Equity Partners, Inc., a Warburg Pincus affiliate. However, while the Company would pursue payment from the
debtor and/or the guarantor, the Company does not have the ability to state with reasonable assurance that it will
receive the remaining Yearly Payments from either Dealix or WP Equity Partners, Inc. on their respective due dates
or at all. As such, the Company concluded that the booking of & receivable for such future payments is not
appropriate and, as noted above, there will be financial statement recognition upon the first to occur of receipt of
payment and determination of reasonable assurance of collectibility of such Yearly Payments.

As a result, in this Annual report on Form 10-K, the Company revised its accounting as follows: ;

. For the quarter ended March 31, 2007, it recognized a net increase in the recorded settlement of
$2.1 million, which it had previously reported as deferred revenue resulting in all of the initial proceeds
of $12.0 million received in 2007 being recognized, and reversing the previously recorded receivable
and related deferred liability.

. For the quarters ended June 30, and September 30, 2007, it also revised its accounting by reversing the
previously recorded amortization of deferred liability and discount on future payments of approximately
$£0.3 million in both periods, and reversing the remaining balances of the previously recorded rccewable
and related deferred liability.

The adjustments recorded in this restatement result in all proceeds from the patent litigation settlement being
recognized in the period received, with no provision or recognition for future payments until reasonable assurance
of collectibility is determined or cash is received. For the full year ended December 31, 2007, the Company
recognized an additional $1.2 million of income as compared to the original accounting. The adjustments recorded
in this restatement also remove any need to recognize either an asset or liability associated with the patent litigation
settlement as of December 31, 2007,
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The net effects of the restatement adjustment on the corresponding balance sheet accounts, as of the quarters

ended March 31, June 30 and September 30, 2007, indicated in the following table, are in thousands, except per
share data:

BALANCE SHEET DATA: (Unaudited)

Consclidated Balance Sheets
(Amounts in thousands, except share and
per share data}

{Unaudited)
March 31, 2007
As Previously Correction of
Reported Error - As Restated
Current assets:
Domestic cash and cash equivalents ..o $ 28,084 $ 28,084
Restricted intemnational cash and cash equivalents................... —_ —
Short-term INVESHMENS .uveevesereeeeie e e s — —
Accounts Receivable, net of allowances......ocevvneececcenncneeccenaas 16,833 ‘ 16,833
Prepaid expenses and other current assets ........coovvevvevveovnrennnes 4,081 (2,514) 1,567
Total CUITENT ASSEIS. ..o cvrrrrrrreeverrsmserneereeeeeseeeseesaeesaresees 48,998 (2,514) 46,484
Long-term inVeStMENLS ........ccooreiicimeiic et — —
Property and equipment, NEt........coveerecererronrecrereesmeresereeracnas 11,977 11,977
GROAWIll ..o e 70,697 70,697
Acquired intangible assets, NEt ......oovevevenereese s 446 446
(071 0T O 1111 - ORI 4,795 (4,586) 209
Total @SSELS...cvvverereerierie e $ 136913 § (7,100} § 129813
Current liabilities:
Accounts payable.... ... $ 6,930 © 6,930
ACCTUEH CXPETISES oovoveviecccsiise i 6,504 6,504
Deferted reVeNUES ........cccoceiiiirecieveerese e sesressenens 1,981 {779 1,202
Other current labilltes .....ccoocoveieeie e v 1,109 1,109
Total current Habilities .......ooccoocviviiviciiiiiiricirecerecienns 16,524 (779) 15,745
Deferred Rent - NOM-CUITENT ......voiciiiniiiniiicieesssiressses e essnnesssrassssessns 178 178
Deferred revenues = DON-CUITEN........cvirrimeiieerirccreeee e s csssnssassrassnns 8,658 (8,399) . 259
Other liabilities - NON-CUITENL ........cociiiiiiiiiiiiicirisrsnsre e nres s eneseneres —_ =
Total HAbBIlItIES ..ocivverericreicre e e vreerne e e e e ssen s 25,360 (9,178) = 16,182
Stockholders’ equity; o
Preferred StOCK ... sner et eses e e s C— —
COMMON SLOCK ..eeeveeeieiictiecie et vseren s sn s e s 43 43
Additional paid-in capital ... 262,025 292,025
Accumulated other comprehensive 108S........ccoceiiiiiinnn —
Accumulated defiCit...coovovrveieicie et (180,515) 2,078 (178,437)
Total stockholders’ equity ..o, 111,553 2,078 113,631
Total fiabilities and stockholders’ equity .......ccccovverenenes $ 136913 § (7,100) $§ 129813
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Consolidated Balance Sheets

(Amounts in thousands, except share and
per share data)

{Unaudited)
June 30, 2007
As Previously Correction
Reported of Error As Restated
Current assets: ‘
Domestic cash and cash equivalents............cocooevvvvie e 3 28,279 $ 28279
Restricted mtematxonal cash and cash equivalents .........c........... — e —
SHO-tErM INVESHMENES 1..o..cveeveeseesCeeteeeeeeeeeeee e e seeeseeeeeeeen —— — —
Accounts Receivable, net of allowances............cccooooiieerriiinnn, 17,478 17,478
Prepaid expenses and other CUITENt aSSets ..........overuverervecrrnener 5,640 (2,555) 3,085
Total CUITENt ASSELS....vererrererrrereerecrsreraresaeseresnerersrssessanereres - 51,397 (2,555) 48,842
Long-term inVeStMEnts .........occvveevererercrcreere e e ssese e _— —
Property and equipment, TIEE (.o 12,940 12,940
Goodwill .. 67,738 67,738
Acquired mtanglble BSSELS, TIBL...c.eveecserereeese et neneeeas 387 387
OtRET BSSBES 1. v eeeeeeeeeeseseeeeeseeeeeseseeeeeesenessessesesessans 4,895 (4,659) 236
TOtal BSSEES ...ttt § 137,357 8 (7,214) § 130,143
Current liabilities:
ACCOoUNts Payable ..o 3 6,130 3 6,130
Accrued expenses .........ccuvnnen. 6,793 6,793
Deferred revenues.................... 2,056 2,056
Other current liabilities 1,965 (779) 1,186
Total current Habilities .........c.ovevivieivcriinininnnne e 16,944 (779) 16,165
Deferred Rent - NON-CUITEN .......cluceivceeicccecc e csre e ere e : 251 — 251
Deferred revenues - NON-CUITENL......c.ecuviieiiiiiiieiniiieneeneeneneeee e eeeeeaeas 237 © 237
Other liabilities - NON-CUITEN ..o e e 8,205 (8,205) —
. Total Habilities. ........ccoecreiiririniinieieeriei e 25,637 ° (8,984) 16,653
Stockholders’ equity:
Preferred 100K ...vvviiiccce e — — —
Common STOCK ....covviririiie ittt 43 - : 43
Additional paid-in capital ............cccovvvvniinnevrrnn 253,919 293,919
Accumulated other comprehensive 10sS............covvveeueenen. e —_ —
Accumulated deficit ... (182,242) 1,770 (180,472)
Total stockholders’ equity........cccoovveeiieeeeeee e 111,720 1,770 113,450
Total liabilities and stockholders’” equity........ccococoeveenenen. b 137,357 § (7,214) § 130,143
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Consolidated Balance Sheets
(Amounts in thousands, except share and

' per share data)
(Unaudited)
September 30, 2007
As Previously Correction
Reported of Error As Restated

Current assets:
Domestic cash and cash equivalents ..........ocveevcrnrnonsivenvmnniescriciens B 28,270 $ 28,270
Restricted international cash and cash equivalents..........occoee — —
Short-term investments ...............

Accounts Receivable, net of allowances .................. 14,675 14,675
Prepaid expenses and other CUTEnit 8SE18. . verieerieeieiirecice e 4,661 (2,595) 2,066
TOLA] CUITEIN ASSELS ..vvvnvevrervsssssrssresersemesssesesiesassessenmassseresressacns 47,606 (2,595) 45,011
Long-term investments ..........covevere — —
Property and eqUIpmEnt, DL ..........cco.oveiieiiinsin s 11,909 11,909
GoodWill ..o e SOV U USRI 67,738 67,738
Acquired intangible 8SSEtS, NET......cooccrerree i 345 345
OUDET BSSELS .........corvrveersrvsensessssessessessssssasssssssosaseseesemaseserresssresessossissaaans 4,920 (4,733) 187

Total assets

3 132,518 % (1.328) § 125,190

Current liabilities:

Accounts Payable...........ooo e s ts B 7,190 3 7,190
ACCIUEd EXPENSES..coverirrerrarierrrrecesrarnieireans 6,275 6,275
Deferred revenues .......veieeiceveericrnereenrreene 1,659 1,659
Other current Habilities ......ooieeirverevrircvrerrmeeees e ereere e crre et ssasas i 1,534 779 755
- Total current labilities ... .....occovirecinecniireercrr e oo cemeere e 16,658 (779) 15,879
Deferred Rent - NOM-CUITENL .....o..overeirrerreorinrrcresreseeassesenssnmesesassesssmesesssssissssssines 223 — 223
Deferred TeVENUEs = NON-CUITENL ..ot mcsbs st st e saee 216 ’ 216
Other liabilities - DON-CUITENT ..........oviiniiin i b e 8,010 (8,010} —
Total HabIlHES. . veeeeeeee e e 25,107 {(8,789) 16,318
Stockholders™ equity:
Preferred stock.......occoenneee. -— —
Common s$tock ........ccoecveenee. 44 44
Additional paid-in capital.... oo 205,888 295,888
Accumulated other comprehensive loss ) — —
Accumulated defiCit ... et e (188,521) 1,461 (187,060)
Total stockholders’ equity ... 107,411 1,461 108,872
Total liabilities and stockholders’ equity.......cccocvininiiiniinianns h 132,518 § (7,328) § 125,190

STATEMENTS OF QPERATIONS DATA: (Unaudited)

Retrospective changes — Discontinued operations. The Company sold certain assets and liabilities of its Automotive
Information Center (“AIC”) data operations, its former vehicle price and specification operations, on January 31, 2007.
AIC was determined to be a discontinued operation during the fourth quarter of fiscal 2006. The Company also sold its
wholly-owned subsidiary, Retention Performance Marketing, Inc., which was in the business of providing customer
loyalty and retention marketing programs (“RPM™), on June 30, 2007. RPM was determined to be a discontinued
operation in the second quarter of fiscal 2007. In January 2008, the Company sold certain assets and liabilities of its AVV,
Inc. (“AVV™) business, its former software applications and services and data extraction business. AVV was determined
to be a discontinued operation in the fourth quarter of fiscal 2007. Accordingly, the AIC operations, and RPM and AVV
businesses are presented in the consolidated financial statements as discontinued operations. As discontinued operations,
revenues and expenses of the AIC operations, and RPM and AVYV businesses have been aggregated and stated separately
from the respective captions in continuing operations in the condensed consolidated statements of operations. Expenses
included in discontinued operations are direct costs of the AIC operations, and RPM and AVV businesses that will be
eliminated from future operations as a result of the sale of the AIC operations, and RPM and AVV businesses.
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The following table sets forth selected consolidated statements of operations data for Autobytel,
showing previously reported amounts and restated amounts for the quarters ended March 31, June 30 and
September 30, 2007:

Consolidated Statements of Operations
{Amounts in thousands, except share and per share data)

(Unaudited)
Three Months Ended March 31, 2007
As Previously Correction As Restated Discontinued As
Reported of Error for Error Reclassifications Operations Restated
Revenues .....ocovcecvcvvereee. 8 28366 § (14) % 28352 % (8NA § 6311 % 21,946
Costs and expenses:
Cost of revenues............ 13,338 — 13,338 68 B (1,731) 11,675
Sales and marketing ...... 7,709 —_ 7,709 37C (2,047) 5,699
Technology support....... 4,977 — 4,977 (37)C (736) 4,204
General and
administrative.......... 8,810 — 8,810 — (208) 8,602
Amortization of
acquired
intangible assets ...... 344 — 344 — (43) 301
Patent litigation !
settlement ............... (9,899) (2,101) (12,000} — - (12.000)
Total costs
and expenses............ 25,279 (2,101) 23,178 68 (4,765) 18,481
Operating income
(LOSSY -eeerererrrnrrenns 3,087 2,087 5,174 (157 (1,552) 3,465
Interest and other income...... 329 ) 320 157D — 477
Foreign currency exchange
10SS . vveesseenricntrm st renennees N o N — — [}
Income (loss) from
continuing
operations before i
income taxes............ 3,409 2,078 5,487 — (1,552) 3,935
Provision for income taxes.... (7 (7) 7 —
Income (loss) from
continuing
Operztions ..., 3,402 2,078 5,480 — (1,545) 3,935
Income from discontinued
operations ... 2,170 — 2,170 — 1,545 3,715
Net income ....ooeieeeeen, $ 5572 3§ 2,078 § 7,650 § — 3 — 7,650
Loss per share from
continuing operations:
BasiC.....cccecvecvrmierennen $ 008 3 005 % 013 % — $ 0.04) §$ 0.09
Diluted....cccoceierecaeee § 008 % 005 $ 013 s - — $ 004 $ 0.09
Income per share from
discontinued operations:
BasiC .veiieiccrciveriee. $ 005 % — 3 005 §% — $ 0.04 § 0.09
Diluted....occocvvcvvecraeee § 005 ¢ (0.01) § 004 % — 5 004 3§ 008
Net income (loss) per share:
BasiC ..o $ 013 s 005 3% 0.18 § — 5 — 3 0.18
Diluted .....cocococvcveveccceee 3 013 3 004 3§ 017 % — L3 — 3 0.17

A Reclassification of $(157) of licensing fees from other revenue to other income, and $68 of inter-company elimination associated with

discontinued operations ,
B Reclassification of $68 of inter-company elimination associated with discontinued operations
C  Reclassification of $37 of certain employee costs from sales and marketing to technology support to conform with current year presentation

D Reclassification of $157 of licensing fees from other revenue to other income
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Consolidated Statements of Operations
{Amounts in thousands, except share and per share data)

(Unaudited)
Three Months Ended June 30, 2007
As Previously  Correction  As Restated Discontinued As
Reported of Error for Error Reclassifications Operations Restated
REVEIILES ...cverser i tesensnrvasrsinsvsesnerssssanses $ 24,331 $ 14 $ 24,345 $ 96)A § (2,607) § 21,642
Costs and expenses:
Cost of revenues.......oerivinen 12,718 — 12,718 62B (18) 12,762
Sales and marketing ....covoivirerine 5,684 — 5,684 41C (503) 5,222
Technology support ........ 5,189 — 5,189 40C (540) 4,608
General and administrative ........... 6,464 — 6,464 — (158) 6,306
Amortization of acquired
intangible assets .......oconeienn. 79 — 79 — — 79
Patent litigation settlement............ —_ — — — — —_
Total costs and expenses ... 30,134 — 30,134 62 (1,219) 28,977
Operating income (1058) ..o vrcvvanen (5.803) 14 (5.789) (158) (1,388) - (7,33%)
Interest and other income.......ovviiiiinnnns 626 (322) 304 158D — 462
Foreign currency exchange 1088 —_ e — — —_
Income (loss) from continuing
operations before .
INCOME LAXES ... vvevverrearanvancrens {(5,177) (308) {5,485) _ (1,388) (6,873)
Provision for income taxes........o.ooeeevean. — — — — —
Income (loss) from
continuing operations.............. (5,177) (308) (5,485) — (1,388) (6,873}
Income from discontinued operations ...... 3,450 — 3,450 —— 1,388 4,838
Net income (10S5) oovrrrevrresrrrrces $ ann s (308 $ (2,035) § — $ — $ (2,035)
Loss per share from continuing
operations: -
BAaSIC cevrcvtrirerrirersierisssisenssssaerecss B 0.t2) $ (o1 $ ©13) % — $ (0603} % (0.16)
{071 1111 DO 1 0.12) $ (O01) 3 (013) — 3 003y $ (0.16)
lncome per share from
discontinued operations:
Basic... $ 0.08 b — $ 0.08 3 — 5 0.03 $§ ol
Diluted......ocoviiriiririnarns b 0.08 $ — 3 0.08 $ - b 0.03 $ o
Net income (loss) per share:
BASIC..ocvurrerrvemsereccensvssersensssenieses B {004y ¥ (001 S (0.05) % — $ — $  (0.05)
Diluted....... 3 004y § (001) $ (0.05) % — ] — 3 (0.05)

discontinued operations

9]
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Reclassification of $158 of licensing fees from other revenue to other income

B Reclassification of $62 of inter-company elimination associated with discontinued operations

Reclassification of $(158) of licensing fees from other revenue to other income, and $62 of inter-company elimination associated with

Reclassification of $41 of certain employee costs from sales and marketing to technology suppert to conform with current year presentation




AUTOBYTEL INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Revenues ....ooiicicncnecns
Costs and expenses:
Cost of revenues ..........
Sales and marketing.....
Technology support.....
General and
administrative ........
Amortization of
acquired
intangible assets.....
Patent litigation
settlement...............

Total costs
and €Xpenses.... ...

Operating income
[([e1) TR,
Interest and other income........
Foreign currency
exchange loss................

Income (loss) from
continuing operations
before income taxes ....

Provision for income taxes.....

Income (loss) from
continuing operations......
Income from
discontinued operations..

Net income (10ss) ...viee.ee.

Loss per share from
continuing operations:
Diluted ...t
Income per share from
discontinued operations:

Diluted....coconnnrirriennns
Net income (loss) per share:

Basic .o

Diluted.......cocovirivivereens

Consolidated Statements of Operations

{Amounts in thousands, except share and per share data)

(Uinaudited)
Six Months Ended June 30, 2007
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As Previously Correction As Restated Discontinued As
Reported of Error for Error Reclassifications Operations Restated
$ 49075 § — % 49075 % (185) % (5302) § 43,588
24,352 — 24,352 130 {45) 24,437
11,859 — 11,859 78 (1.016) 10,921
10,045 — 10,045 (78) (1,155) 8,812
15,264 — 15,264 — (356) 14,908
380 —_ 380 — — 380
(9,899) (2,101) (12,000) — — (12,000}
52,001 (2,101) 49,900 130 (2,572) 47,458
{2,926) 2,i01 (825) (315) 2,730 {3,870)
935 (331) 624 315 — 939
{7 — {7) — — N
(1,978) 1,770 (208) — (2,730) {2,938)
() — {7) — 7 —
(1,985) 1,770 (215) — (2,723) (2,938)
5,830 — 5,830 — 2,723 8,553
3845 % 1,770 § 5615 % — 3 — 3 5,615
(0.05) $ 004 % 001} 3 — 8 (0.06) % (0.07)
0.05) § 004 % 001y % — 3 (0.06) § 0.07)
014 5 — b 0.14 & — 5 006 § 0.20
0.14 3§ — 5 014 § — 3 006 % 0.20
009 % 004 % 013 3% — 8 — $ 0.13
009 % 004 § 013 3 — 8 — % 0.13




AUTOBYTELINC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-—(Continued)

Consolidated Statements of Operations
(Amounts in thousands, except share and per share data)

. (Unaudited)
Three Months Ended September 30, 2007
As Previously Correction  As Restated Discontinued As
) Reported of Error for Error Reclassifications Operations Restated
REVENUES ... asemembseeeeeimreionareas 3 24,763 8 — § 24763 ) (156)A % {(2.696) § 21911
Costs and expenses: .
Cos1 Of EVEMUES ...t 14,959 — 14,959 — (25) 14,934
Sales and marketing ........ocvvnnniiciiiinin 5,742 — 5,742 19B (501) 5,260
Technology support........... 5,107 — 5,107 (19)B -~ {511) 4,577
General and administrative ........oeveeeeene. 5,819 —_ 5,839 —_ (240) 5,599
Amortization of acquired ’ :
intangible BSSELS ...c..cvuurerncemneenrereneene 42 -— 42 — - 42
Patent litigation settlement....... — — _ — — —
Total costs and expenses. 31,689 — 31,689 — (1,277) 30,412
Operating income (1088) v ecevcececenenens (6,926) — (6,926) (156) (1,419) (8,501}
Interest and other INCOME ... ..o vvrreeeeenreeeseereene 639 (309) 330 156 C — 486
Foreign currency exchange 10ss.....c.ocevurerierines — — — — -_ —
Income (loss) from continuing operations :
before income taxes .... (6,287) (309) (6,596) — (1,419) (8,015)
Provision for inCOme taxes.........ovvecrvrssveisisins (16) — (16) 16 —
Income (loss) from
CONINUING OPEFALionS . .crvavrvereverensens (6,303) (309) (6,612) - — (1,403) (8,015)
income from discontinued operations................. 24 — 24 _ 1,403 | 1,427
Netincome (1088) ..vcvvevrvirvcsrsrereresanarreres $ 6,279) % (309 $ (6,588) $ — $ — $ (6,588)
Loss per share from continuing operations: :
BaSiC covivieceie oo sieninssststeareneees 9 014 § (OO0 3 (0.15) 3 — $ (003) $ (0.18)
Diluted............ $ 0.1y § (001 $ (0.15) % — $ (003 § (0.18)
Income per share from disc .
BasiC...ccruers 5 — $ — $ — § — $ 003 $ 003
Diluted ... arerereririrerarries $ — 3 — 5 — 5 — £ 003 $ 003
Net income {loss) pet share:
BaSIC oo B 014y § (001 $° (015 % — 5 — $ (015
] LT PO OUTUPT OO OPTOPTONTRT. 014 $ (@01 § 015 § — 5 — 3 (0.15)
' A Reclassification of $(156) of licensing fees from other revenue to other income

B Reclassification of $19 of certain employee costs from sales and marketing to technelogy suppon to conform with current year presentation

| C  Reclassification of $156 of licensing fees from other revenue to other income
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AUTOBYTEL INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Revenues........ccvniveeeveeecenenns

Costs and expenses:

Cost of revenues.........
Sales and marketing ..
Technology support...

General and
administrative.......

Amortization of
acquired
intangible assets...

Patent litigation
settlement,............

Total costs and
EXPENSES ..o

Operating income
(L) T
Interest and other income.......
Foreign currency
exchange 10SS....occvvemvnrns

Income (loss) from
continuing
operations before
income taxes........

Provision for income taxes.,,,

Income (loss) from
continuing
operations ............

Income from discontinued
OPETRALIONS «..cviinececmceiininn

Net income (loss) ......

LLoss per share from
continuing operations:
Basic c.ovvreeveririnierrrns
Diluted.....ccovruremrerrrns
Income per share from
discontinued operations:
Diluted........ccovveurmnne.
Net income (loss) per share:
Diluted......ccecvevienes

Consolidated Statements of QOperations

(Amounts in thousands, except share and per share data)

(Unaudited)
Nine Months Ended September 30, 2007
As Previounsly Correction As Restated Discontinued As
Reported of Error for Error Reclassifications Operations Restated

b 73,838 3§ — 3 73,838 % 341 3% (7,998) § 65,499
39,311 — 39,311 130 (70} 39,371

17,603 — 17,603 97 (1.519) 16,181

15,152 — 15,152 on (1.666) 13,389

21,102 — 21,102 — {595) 20,507

422 — 422 — — 422
(9,899) (2,101) (12,000) — — (12,000)

83,691 (2,101) 81,590 130 (3,850) 77,870
(9,853) 2,101 (7,752) (471) (4,148) (12,371)
1,595 {640) 955 471 n 1,425
(7 — N — — )
(8,265) 1,461 (6,804) — (4,149) (10,953)
23 - (23) — 23 —
(8,288) 1,461 {6,827 — (4,126) (10,953)
5,854 — 5,854 — 4,126 9,980
5 (2434) % 1,461 % 573 % — 8 — 3 (973)
$ (0.19) $ 0.04 § (0.15) 8 — 5 (0.10) 3 (0.25)
$ (0.19) $ 0.04 § (0.15) 8 — 5 (0.10) 3 (0.25)
$ 013 3 — 5 013 3% —  § 010 3 0.23
5 013 § — 8 013§ — 5 010 $ 0.23
$ {0.06) % 004 3§ (0.02) § — 5 — 3 (0.02)
] (0.06) § 004 § 0.02) § — 5 — 3 {0.02)
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AUTOBYTEL INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

STATEMENTS OF CASH FLOW DATA: (Unaudited)

The following table sets forth selected consolidated statements of cash flows data for Autobytel,

showing previously reported amounts and restated amounts for the quarters ended March 31, June 30 and

September 30, 2007:

Cash flows from operating activities:
Net income (loss)...
Adjustments to rcconcnle net income (Ioss) to net cash prowded (used m)
operating activities:
Non-cash charges:

Depreciation and amortiZation. ... s e

Amortization of intangible assets.
Provision for bad debts...
Provision for customer credlts

(Gain) loss on disposal of pmpeny and equtpmem

Gain on sale of AIC business ..
Gain on sale of RPM business..
Stock-based compensation....
Foreign currency exchange Eoss

Changes in assets and liabilities, excludmg effecl of acqmsmons

Accounts Receivable... . .
Prepaid expenses and other current assets
Other aSSe1S .o

ACCOUNLS PAYADIE ..ot e b r bbb
ACCIUEH EXPETISES covvvieeremreeraesrans e sereemer e sies st sa et oot st st bbb bbb e abe b 0s

Deferred revenues...
Other HabiitIes ..o e sssresssseans

Net cash provided by operating activities .....

Cash flows from investing activities:

Maturities of ShOM-1EITN INVESIMENLS . .....cceieeuieeceeericeere s s ceneaeae e e sassenesesseassereannane

Distribution of foreign investment........
Purchases of property and equipment..............
Proceeds from sale of property and equipment ...

Proceeds from the sale of AN BUSINESS ..o e e emeae
Proceeds from the sale of REM DUSINESS...........cooerrerecemermeesreresesesessssssesesesesseesesosen

Net cash provided by investing activities....cerinincimimirmmeerenes

Cash flows from financing activities:

Distribution to minority interest SharehGlder .......c..c.ovrerrenmmicrmrer e
Proceeds from exercise of stock options and awards..........c.cecvverrorre e vereensenessnes

Net cash provided by {used in} financing activities ........c.ocvovnicinniisnanens

Net increase in cash and cash eqUIVAIENTS ........ccvevesrrerenrersvererensrssrssms v msensrsrssssases
Cash and cash equivalents, beginning of period .....oecvvviinceeveim e

Cash and cash equivalents, end of period........coe i

Supplemental disclosure of cash flow information:

Cash paid during the peried fOr iNCOME 1AXES ...t sbessranas
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Consolidated Statement of Cash Flows
(Amounts in thousands, except share data)

(Unaudited)
Fhree Months Ended March 31, 2007
As Previously Correction As
Reported of Error Restated
$ 5,572 2078 % 7,650
545 545
344 344
21 2]
410 410
(n oy
(2,262) (2,262)
1,499 1,499
6 6
(14) (14)
366 366
(1349) {134)
(1,660) (1,660}
(1,268) (1,268)
1,091 (2,078) (987)
2 2
4,517 — 4,517
3,000 3,000
354 354
(5,078) (5,078}
1 1
2,073 2,073
350 — 350
(184) (184}
658 658
474 — 474
5,341 — 5,341
22,743 22,743
$ 28,084 — s 28,084
$ 60 — $ 60




AUTOBYTEL INC,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Cash flows from operating activities:
INEL INCOME (10SS) 1o1vveriveioreresesrerirecres s essess e s esssa et s sassssaene s eaeesnn
Adjustments to reconcile net income {loss) to net cash provided (used in)

operating aclivities:

Non-cash charges:
Depreciation and amortization............ccccuceeeereeeinenreeeereecee e e e e
Amortization of IMangible assets. ... v e
Provision for bad debts .........cc.cerrirriviincrnscnicnen e
Provision for customer credits .. SSORTTUVT O
(Gain) loss on disposal of property and equlpmem
Gain on sale of AIC BUSINESS ....coooviriiie et s
Gain on sale of RPM business .........ccc.coceriiecienns
Stock-based compensation....
Foreign currency exchange loss

Changes in assets and liabilities, excludmg effect of acqu151t10ns
Accounts Receivable ..
Prepaid expenses and olher current assets ..
Other assets..
Accounts payable
Accrued expenses
DeferTed FEVEMUES ......oev et re et nee st e
Other Habilities ... e

Net cash provided by operating activities..............c.oeveeeneiennn.

Cash flows from investing activities:
Maturities of short-term INVESIMENLS. ............covvveeerreeeeeee et ee e
Distribution of foreign iNVESIMENE .....vvcviveeniies e rnsssrnseesas
Purchases of property and eqUIPMEent..........ocoovvieevereceirersec e
Proceeds from sale of property and equipment
Proceeds from the sale of AIC bUSINESS .........ccoovivvvivei e cervercreer e
Proceeds from the sale of RPM buSingss........ccoooeviererieciceerecee e

Net cash provided by investing activities .....c.oeeevcrnevercrrernnenee

Cash flows from financing activities:
Distribution to minority interest shareholder........ococoviiiciciiecnieciienenns
Proceeds from exercise of stock options and awards...........coceeeeecevcnnvnnan,

; Net cash provided by (used in) financing activities..........ceoveennas

Net increase in cash and cash equivalents ........c.oooevoceiineceiceee e
Cash and cash equivalents, beginning of period ....c...cccccovievniic s

Cash and cash equivalents, end of period ..o

|
' Supplemental disclosure of cash flow information:

| Cash paid during the peried for income taxes .......coevveeveevoieeerecenerc e
i
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Consolidated Statement of Cash Flows
{Amounts in thousands, except share data)
(Unaudited)
Six Months Ended June 30, 2007

As Previously Correction As
Reported of Error Restated
3845 % 1,770 § 5,615
1,094 1,094
423 423
183 183
822 822
) (1
(2,762) (2,762)
(3,048) {3,048)
2,518 2,518
6 6
(2,538) (2,538)
(1,222) (1,222)
(254) (254)
(2,300) (2,300)
(561) (561)
(162) (162}
2,045 (1,770) 275
(1,912) — (1,912)
3,000 3,000
354 154
(6,918) (6,918)
| H
2,573 2,573
7,093 7,093
6,103 -— 6,103
{184) (184)
1,529 1,529
1,345 — 1,345
5,536 — 5,536
22,743 22,743
28,279 § — § 28279
66 3§ — 3 66




AUTOBYTEL INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Consolidated Statement of Cash Flows
(Amounts in thousands, except share dala)
(Unaudited)

Nine Months Ended September 30, 2007

As Previously Correction As
Reported of Error Restated

Cash flows from operating activities:
Net income {l088) ....occvrvevnnnane $ (2,434) § 1,461 § (973)
Adjustments to rcconc11e net income (loss) to net cash prov1ded (used m) .
operating activities:
Non-cash charges:

Depreciation and amortization...........c.ooevrvinieientiene e e reens 2,151 2,151
Amortization of intangible assets ............... 465 465
Provision for bad debts... 301 301
Provision for customer credlts . 1,051 1,051
(Gain) loss on disposal of property and equlpmenl — —
Gain on sale 0f AIC BUSIRESS..........ocovcvrmicnini e emeee (2,762) (2,762)
Gain on sale of RPM business (3.072) (3,072)
Stock-based COMPENSAION.............iceevererererireeteeeeeetssrse s e seeeees 3,758 3,758
Foreign currency exchange loss... v T 7
Changes in assets and liabilities, excludmg effcct of acqmsmons —
Accounts Receivable .....oecvicrneerecceninncnnne (82) (82)
Prepaid expenses and other current assets (160) (160}
OTRET BSSEIS....coeirieiiicrsi s st as e e s rrs s ras e ssassabsababbsansbarnerain (127 (127}
ACCOUNES PAYADIC. ..c..iriieiicc et e (1,190} (1,150)
Accrued expenses............. (969) (5969)
Deferred revenues....... (580) (580)
Other [abIlItEs .....ccooo et re e 1,391 (1,461) 70
Net cash provided by operating activities.......ccoocvvvrvivnvereeereens (2,252) — (2,252)
Cash flows from investing activities:
Maturities of ShOrt-term INVESTMENTS ........ooeivivieiiii it i eer s e meennensases 3,000 3,000
Distribution of foreign INVeSIMENt ............ccorerrevnrnmrrirsriienens s 354 354
Purchases of property and equipment.........o.ccoveoverneecrerececsn e (7,317) (7.317)
Proceeds from sale of property and equipment ! t
Proceeds from the sale of AIC BUSINESS ... .ooeeveereirieeccee e 2,573 2,573
Proceeds from the sale of RPM Dusiness ....vcoevvvveiviriisinsieece e sinie s eceeresns 7,093 7,053
Net cash provided by investing activities ..........occoevveeveinsccnes 5,704 — 5,704
Cash flows from financing activities:
Distribution to minority interest shareholder........coocciiciinciniieeiceceens (184) (184)
Proceeds from exercise of stock options and awards ...........ceeevveiieineennes 2,259 2,259
Net cash provided by (used in) financing activities.....c..ooveveerre. 2,075 — 2,075
Net increase in cash and cash equivalents ... e 5,527 — 5,527
Cash and cash equivalents, beginning of period.........ccooereiveeeireiient e 22,743 22,743
Cash and cash equivalents, end of period........cccoccoviveeiimsiiiciisic e B 28270 3 — § 28270
Supplemental disclosure of cash flow information:
Cash paid during the period for income taxes ........cccoocenveeninesvcriciienss $ 85 % — 5 85
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AUTOBYTEL INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued)

Current year (restated as noted above for the first, second and third quarters of 2007) and prior year quarterly
financial data for the Company is summarized in the table below:

Revenue............

Cost of revenue

Operating (10S8) INCOME ......coveevvieiiisiiiinre e
(Loss) income from continuing operations..............
Net (108S) INCOME ..o
Basic and diluted net loss (income) per share from

CONtINUINEG OPErAtIONS voveuverererermemceeseersrormcnssasans
Basic net loss (income) per share...........ccoeeeei.
Diluted net loss (income) per share.........cooveeeenene

Revenue............

Cost of revenue

Operating l08s ..o

Loss from continuing operations..........c..cc.cuenininnns

Net 10ss.....coonees

Basic and diluted net loss per share from
CONtINUINE OPErAtioNS ...ccoveerereererermveencrisisiereens
Basic and diluted net loss per share..........ccoouvvena.

Three Months Ended (Unaudited)

December 31,

September 30,

2007

June 30,
2007

March 31,
2007

2007 (as restated) (as restated) (as restated)
(in thousands, except per share data}

5 18,886 $ 21911 §% 21,642 § 21,946

13,077 14,934 12,762 11,675

(10,814) (8,501) (7,335) 3,465

(6,333) (8,015) (6,873) 3,935

(4,382) (6,588) (2,035) 7,650

3 0.14) % (0.18) § (0.16) $ 0.09

3 (0.10) § (0.15) % (0.05) § 0.18

$ (0.10) § (0.15) § (0.05) 8 0.17

Three Months Ended (Unaudited)
December 31, September 30, June 30, March 31,
2006 2006 2006 2006
(in thousands, except per share data)

$ 20,439 § 20,792 % 22,083 % 21,788

10,720 11,786 12,379 12,768
{9,717) (10,060) (9,419) (10,584)
9.172) (9,462) (8,807) {9,972)
(7,258) (7,879) (7,868) (8,463)
$ ©021) $ 0.22) $ (021) $ (0.24)
$ (0.17) $ 0.19) $ (0.19) § (0.20)

F-54



AUTOBYTEL INC.

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
{Dollar amounts in thousands)

Years Ended December 31,
2007 2006 2005

(in thousands)

Allowance for bad debts:

Beginning balance.........coovvenvinverivveriennncinnnns e £ 529 § 691 § 682
AQIONS vttt bat st e e et n s 300 391 906
W EILE-0FT8 .. e e s vt e rae g ey ae e e srae e e neeas i (500) (553) (897)
ENding BALANCE ........ovv v ettt $ 329 § 529 § 691
Allowance for customer credits:
Beginning DalanCe...........ooooveeeiieeieve e ev st $ 269 § 433 § 355
AAIEONS ..o e et ser et s s e re e e e 1,202 1,645 2,816
WIIEE-0FTS ..o eeesnsne ettt st emsee e s s (1,266 (1,809  (2,738)
ENding DalanCe.........c.cevevveveirieieesiesereeseeee s ee ettt $ 205 § 269 § 433
Tax valuation allowance:
Beginning Balance...........oeciirinenincc e $ 39,180 §28,521 §$22984
(Credited) Charged 10 1aX EXPENSE ......cvvivevnrrrirriocres s eere e 416 12,607 3,205
Charged (credited) 10 Other .......coccvvverervrnrrc e (413) (1,948) 2,332
Ending BalanCe ... e e $ 39,183 $39,180 § 28,521

and
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